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Almost a half million miles for 4 busses... 


without a single ring replacement ! 


Among the equipment of Marathon Bus Lines, 
Inc., of South Amboy, N. J., are four Diesels 
operating on schedules which cover more than 
9,000 miles a month. 


Mr. K. Doukas, Vice-president and General 
Manager of the company (seen here showing his 
notes to a Gulf Sales Engineer), has maintenance 
records to prove that his Diesels have each gone 
more than 120,000 miles before any rings were 
replaced! 


Look for reasons behind this impressive per- 
formance and you find that, for the past eighteen 
months, these Diesels have been lubricated ex- 
clusively with Gulflube Motor Oil H.D. 


This is a heavy-duty oil designed by Gulf to 
provide a particularly strong film under severe 
operating conditions, and to keep engines clean 
as well. 

Developed by Gulf’s world-famous Research 
Laboratory, this oil has enabled many other 
Diesel operators to achieve outstanding records. 


And Gulflube Motor Oil H.D. is but one of 
hundreds of Gulf products that have established 
remarkable performance records in a multitude 
of businesses and industries. 


You yourself may well have discovered the in- 
comparable excellence of Gulf quality —by using 
Gulfpride Oil in the engine of your personal car. 


Wherever lubrication is required, it’s always 
a wise investment to get the very finest. To 
millions of people that means Gulf Petroleum 
Products. 





GULF OIL CORPORATION 
GULF REFINING COMPANY 
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DIVIDENDS 


CUMULATIVE PREFERRED STOCK 
4.08% SERIES 
DIVIDEND NO. 3 


CUMULATIVE PREFERRED STOCK 
4.88% SERIES 
DIVIDEND NO. 12 


The Board of Directors has 
authorized the payment of the 
following quarterly dividends 
2514 cents per share on the 
Cumulative Preferred Stock, 
4.08% Series, payable Novem- | 
ber 30,1950, to stockholders of — | 
record on November 5, 1950; 
3014 cents per share on the 
Cumulative Preferred Stock, 
4.88% Series, payable Novem- 
ber 30, 1950, to stockholders of 
record on November 5, 1950; 


P.C. HALE, Treasurer 


October 20, 1950 





























Burroughs 


200th and 201st CONSECUTIVE 
CASH DIVIDENDS 


A quarterly dividend of twenty cents ($.20) 
a share and an extra dividend of ten cents 
($.10) a share have been declared upon 
the stock of BURROUGHS ADDING MA- 
CHINE COMPANY, payable Dec. 9, 1950, 
to shareholders of record at the close of 
business Nov. 10, 1950. 


Detroit, Michigan SHELDON F. HALL, 
October 18, 1950 Secretary 
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UNitep States LINES 
COMPANY 


SS na =>) Common 
‘ % Stock 
\——~__ pividenp 


The Board of Directors has authorized 
the payment of a quarterly dividend of 
fifty cents ($.50) per share payable De- 
cember 8, 1950 to holders of Common 
Stock of record November 24, 1950 who 
on that date hold regularly issued Com- 
mon Stock ($1.00 par) of this Company. 

CHAS. F. BRADLEY, Secretary 
One Broadway, New York 4, N. Y. 
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TELEPHONE LINES 
ARE HUMMING 


THIS COUNTRY’s telephone service is one of its 
greatest assets in time of emergency. It unites 
millions of people — helps thousands of busi- 
nesses to get things done quicker — and is a 
vital part of our national defense. 


Since 1941, the Bell System has increased 
the number of telephones by more than 
16,000,000. There are nearly twice as many 
now as nine years ago. Billions of dollars 
have been spent for new telephone equip- 
ment of every kind. The number of Bell 
Telephone employees has increased to more 
than 600,000. 

All of this growth and the size of the Bell 
System are proving of particular value right 
now. One reason this country can outproduce 
any other is because it has the most and the 
best telephone service in the world. 


BELL TELEPHONE SYSTEM 
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SHADES OF KEYNES .. .““Economic controls should be 
used as aids to needed types of production rather 
than to embarrass such production or in lieu of pro- 
ductive effort ... to win our way through, we do not 
want to freeze but rather to release and to accelerate 
the dynamic drive of our economic system. . . the 
accent on production would provide a framework of 
understanding and cooperation among management, 
labor, agriculture and government... business will 
have to satisfy some of its profits which might be 
permissible in happier times . . . labor will have to 
sacrifice some of its gains which would be desirable 
in peacetime . .. farmers should not expect all the 
supports which are customary in peacetime . . 
Government must postpone some of the programs 
which it had hoped te complete...” 

Surely the above is a wonderful policy blueprint 
in the present emergency, the very approach which is 
constantly urged by sober-minded economists and 
businessmen. It sounds, in fact, almost like a policy 
statement of the National Association of Manufac- 
turers, that “hidebound” organization of “over-rug- 
ged individualists.” 

But it is not. Strangely, it is the voice of no less 


E. A. Krauss, Managing Editor 





ARTHUR G. GAINES, Associate Editer 
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Trend of Events 


flation should not lead to taxation which dampens 
necessary production. 

Being an influential presidential adviser, Mr. 
Keyserling’s views are always of interest, doubly so 
because he is also known as a faithful disciple of 
Keynes. His ideas frequently confirm that. Because 
of that, we keep our fingers crossed when we hear 
from him statements such as the above. What’s 
more, Mr. Keyserling is also politically-minded, and 
elections are just around the corner. Let’s, neverthe- 
less, hope that his suggestions initially cited will be 
translated into action. 

At this time, we are particularly interested in Mr. 
Keyserling’s tax views. Again speaking on this sub- 
ject, but this time before the National Broadcasting 
Company’s American Forum of the Air, Mr. Keyser- 
ling has been quoted in the press as calling for an- 
other tax increase, still bigger than the last one, “‘as 
soon as we can get it.” The aim, he said significantly, 
is the siphon off surplus purchasing power and re- 
duce competition for scarce goods. 

Having read this, we know that the shades of 
Keynes are still powerfully with us in the person of 
Mr. Keyserling. 

We fully recognize the need 





than Mr. Keyserling, chair- 
man of the President’s Council 
of Economic Advisers, speak- 
ing at the New York Herald- 
Tribune Forum in New York 
last week. On the same occa- 
sion, he also spoke about taxes, 
holding that “far greater” tax 
increases than the $4.7 billion 
recently approved by Congress 
are a likelihood but that taxa- 
tion high enough to combat in- 


“What's 





We recommend to the attention of our 
readers the analytical discussion of busi- 
ness trends contained in our column 
Ahead for Business?” 
regular feature represents a valuable 
supplement to Mr. A. T. Miller’s stock 
market analysis of importance to in- 
vestors as well as to business men. To 
keep informed of the forces that may 
shape tomorrow’s markets, don’t miss it! 


for higher taxes, that is taxes 
for revenue to meet the cost of 
defense and balance the bud- 
get. We do not recognize the 
need, nor the justification, nor 
anyone’s right, to impose taxes 
to siphon off the public’s pur- 
chasing power. We think any 
such thing is not only inequi- 
table but downright immoral. 
We sincerely hope that Mr. 


This 
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Keyserling will never have hiS way! 

There are other and far more practical and equit- 
able ways of combatting inflation, if that is his real 
aim. Some of these are pointed out elsewhere in this 
issue. If it is necessary to reduce competition for 
scarce goods at the consumer level, we can impose 
sales taxes or excise taxes. While we don’t like such 
imposts particularly, we would consider them justi- 
fied on a selective basis and strictly for the duration 
of the emergency. 

But we are dead set against hiking personal income 
taxes for such a purpose—to siphon off purchasing 
power. Income taxes hit everyone including those who 
haven’t the least intention, desire or ability to “com- 
pete for scarce goods.” If we hike taxes still further, 
beyond the Government’s revenue needs, we will 
merely complete the process of pauperization of our 
middle class, already having a hard struggle to make 
ends meet. It will make it impossible for them to 
accumulate savings, throwing them increasingly at 
the mercy of the Government for security in their 
old age—a dim prospect for most. And it will make 
increasingly impossible capital formation in form 
of savings for financing industry, ultimately making 
industry dependent on Government as well. That way 
lies the road to nationalization of industry, to social- 
ization of the country. Mr. Keyserling has come out 
strongly for industrial expansion. Who, in his opin- 
ion, is to finance it? 

Let’s be alert, lest the emergency be used to 
force an unwilling nation into socialism via the 
backdoor. If Mr. Keyserling has his ways taxwise, he 
can readily hedge, as he does now, in the matter of 
controls. A complete harness of controls will sooner 
or later follow as a matter of course, as the drift 
towards a socialized economy becomes a rapidly mov- 
ing current. 

Taxes for needed revenues—Yes, by all means, par- 
ticularly if revenue requirements are carefully 
screened for their essentiality and waste in spend- 
ing is avoided. 

Taxes to siphon off surplus purchasing power, in 
the best Keynesian manner—NO. What is surplus 
purchasing power anyhow? How is it to be defined 
and who is to define it? Who is to say where “normal” 
purchasing power, yours and mine, ends and surplus 
buying power starts? Shorn of the economic ver- 
biage with which the whole idea is usually cloaked, 
it looks more like a slick trick, just like slipping a 
hand in your pocket. 

We doubt that we stand alone in our dislike of it. 
In fact we have reason to suspect that great num- 
bers of our citizens feel the same way. Congress 
should be made aware of it! 


E.P.T. AND POLITICS .. . Since we are on the subject 
of taxes, we cannot help but note with dismay how 
obviously political pressure, apurt from the demands 
of the defense program, have combined to force the 
Administration’s hand in rushing enactment of EPT 
against its better judgement. The labor union lead- 
ers want prompt EPT legislation and have been put- 
ting pressure on the President; it is for this reason, 
we assume, that he has been considering a call to get 
Congress back immediately after the election. 
Curiously enough, the Administration previously 
has been against an EPT. The Treasury tax experts 
are known to be opposed to it because of the patent 





inequality of such a tax. Even the internal revenue 
men, further down the line, dislike it because it’s 
hard to administer and collect. 

However, some politicians want it as a vote catcher, 
and the labor bosses are particularly eager to get the 
tax enacted, for two reasons. Once an EPT is on the 
statute books, industry opposition to labor’s demands 
tends to soften. In a purely anticipatory way, we have 
seen how this works during the latest fifth round 
wage drive. Another reason is that labor welcomes 
an EPT debate in Congress as sort of an expose of 
high corporate profits as well as a means for ever 
higher wage scales. The whole thing is ridiculously 
transparent. Why the rush? 

There is no fiscal need to make such action urgent. 
The Federal budget is virtually in balance; no new 
taxes are required to finance a deficit; and the budget 
is likely to remain in practical balance for the rest 
of fiscal 1951. Nor does the economic situation require 
such an impost. Rather the contrary is true because 
an EPT, by discouraging new business investment 
and lessening pressure to cut production costs; is 
far more infiationary than deflationary in its impact. 

The simple matter is that political considerations 
are allowed to prevail over fiscal and economic com- 
mon sense, with labor leaders the most powerful 
backers of the idea. They are finding support among 
politicians catering to the labor vote, the same kind 
that during the current election campaign is clamor- 
ing for price control but not wage control. As if the 
two could remain apart for any length of time. 

It has been intimated that if an EPT were promptly 
enacted, this would halt wage rises, but chances are 
that it will work just the other way because any 
subsequent pay hikes will be largely at the expense 
of taxes, thus will not meet with determined opposi- 
tion. In the end, wage control will become impera- 
tive anyhow. 

If corporate taxes have to go up, and there seems 
no other choice in view of mounting revenue needs, 
a general rate boost for all corporations would be a 
better and more equitable solution, without any 
change in the corporate tax system itself. Congress 
voted recently to raise the old 38% rate to 42% on 
1950 profits and 45% on earnings in succeeding years. 
A further lift in the straight rate might hit little 
companies harder than some of the big ones, but 
any such inequity could be taken care of. Raising 
the straight income tax rate to 50%, for instance, 
would certainly be better than a complicated EPT, 
and it would not penalize growth companies whose 
normal increase in profits under EPT would be 
ascribed to war influences and taxed accordingly. 

It is somewhat reassuring to learn from statements 
of Treasury Secretary Snyder and Chairman George 
of the Senate Finance Committee that the contem- 
plated EPT is to apply only to increases in profits 
over the prewar level rather than to earnings in 
excess of some arbitrary level such as 75% or 80° 
of the prewar average as suggested by others. Except 
for growth companies, this would make any such 
tax more nearly a levy on “war” profits instead of a 
disguised sharp increase in corporate taxes generally. 
As to growth companies, there should be special 
provisions. 

We hope that congressional thinking will be along 
some such lines during the forthcoming EPT debate. 
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As 9 See JL! 


BY ROBERT GUISE 


WHAT ARE WE HEADED FOR? 


Bs election campaign has been nearing its end 
with voters not only apathetic but disillusioned and 
disgusted with the worst campaign of mud-slinging 
witnessed in a long time. It’s been a dirty campaign, 
full of name calling and caterwauling, and the people 
have been getting thoroughly tired of the pot calling 
the kettle black. Little wonder that during the cam- 
paign’s latter stages, 
with hardly a shred 
of dignity left, there 
has been a pro- 
nounced tendency to 


“SO MUCH FOR KOREA, HOW’S OHIO?” 


manipulators sit snugly in high places. 

Revelations of this sort have been disgusting 
enough. In New York City, for instance, voters could 
not help escape the conclusion that Mr. O’Dwyer’s 
sudden departure from City Hall was merely a move 
to escape the city scandal. And the ensuing scramble 
for his office is considerably less than inspiring. No 
less disillusioning 
has been the kind of 
electioneering — in 
the midst of a na- 
tional emergency — 





ignore political 
speeches. But this 
also leaves a great 
multitude in the 
twilight of unat- 
tached voters who 
find it hard to make 
up their mind for 
whom to vote. More 
often that not, they 
don’t like any of the 
candidates. Regard- 
less of status in life 
or education, there 
are probably many 
thousands so sur- 
feited with the non- 
sense that marked 
the campaign that 
they simply didn’t 
bother to register. 
They don’t know how to vote to get honest govern- 
ment. 

It has been widely conceded by both major parties 
that the main issue of the campaign was national 
rather than local. That issue was President Tru- 
man’s and his party’s conduct of foreign affairs and 
national defense, the high costs of living, taxes and 
communists in the Government. Yet the campaign 
has emphasized local issues in many of the contests. 
Voters have been stirred by revelations of crime, 
communism, and “deals”, by lurid exposures of a 
combination of politicians and police with the under- 
world in several key cities. 

Some of these exposures, as in New York and 
Chicago, have been truly shocking though perhaps 
they shouldn’t have been. After all, they point to the 
evident fact that crime and corruption, to be ope- 
rated at the bottom and in the middle, must have its 
germination at the top. Rackets, to exist, must be 
protected, and protection can only be given by the 
top. Experience proves it a waste of time to crusade 
against the lower transgressors so long as the real 
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that went on at the 
congressional and 
gubernatorial levels. 

The result is that 
at a crucial time in 
the nation’s life, 
when voters should 
flock to the polls en 
masse, less than half 
of the people of vot- 
ing age have regis- 
tered. If so small a 
percentage votes, 
the result will be 
another minority de- 
cision and a poor ex- 
cuse for a mandate 
—whoever wins. It is 
also a dismal com- 
mentary on the prac- 
tise of democracy at 
a time when it should work at its best. 

There is, of course, nothing wrong with democ- 
racy. What’s very much wrong is that because of 
apathy, human failure and weakness, it has pro- 
duced such poor leadership, that so many dishonest 
politicians and their henchmen have managed to 
work themselves into positions of power to the detri- 
ment of the people and of democracy. Though all too 
prone to preach to others, we certainly are not giving 
an inspiring example to the world at large. If ever 
we want to make our case, we shall have to make 
democracy work better at home by setting aside poli- 
tical greed and self-interest, and by ruthlessly elimi- 
nating from the political scene those who would 
stand in the way of good and honest leadership for 
the nation. 

It is up to the people, confused as they are. But it 
is also up to those whom the people elect, not to for- 
get the debt they owe to the public. If they do, they 
should be called to account promptly and rigorously. 

A vigilant public opinion must see to that. What 
we urgently need is a (Please turn to page 152) 
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New Factors To Influence Stock Price Trend: 


Last week’s shake-out has proved that the market is technically vulnerable to reaction, and the 


ensuing recovery has not been overly impressive. The possibility of an intermediate reaction 


of some scope cannot be dismissed lightly, particularly since the miarket now faces a great 


many things not conducive to upward price movement. In the circumstances, we advise some 


profit taking to bolster cash reserves, along lines detailed in the latter part of this study. 


By A. T. MILLER 


 —_— the past fortnight, the stock market 
moved in a relatively narrow trading range until last 
Thursday when it suffered a fairly severe shake-out, 
the sharpest setback since mid-July which erased 
most of the gains for a month or so. This setback 
came as no particular surprise. The market had been 
acting “off its feed” for some time, encountering in- 
creasing profit taking. Even the favored rails had 
been rather wobbly and industrials backed down 
whenever they attempted new highs. This happened 
in the face of a flood of excellent corporate news, in 
itself a sign of caution. Failure to respond more 
vigorously to such normally stimulating develop- 
ments was a clear sign that the market had become 
overbought. 


When the market is ready to slip after a prolonged 
advance, it usually needs no more than an excuse for 
doing so. That excuse was furnished by President 
Truman’s announcement that he may call a special 
session of Congress to consider EPT and other re- 
strictions in the nation’s economy. Neither should 
have come as a great shock, having been widely taken 
for granted for some time. Factors that sway the 
market usually are deeper than those that appear 
on the surface. 

Beyond doubt, the market was technically vulner- 
able to a reaction. Apart from inflation fears, opti- 
mism to the extent of disregarding the adverse poten- 
tials inherent in a defense economy has been a 
dominating factor, but the market now faces a great 
many things which are not conducive to 
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goo MEASURING INVESTMENT AND SPECULATIVE DEMAND 


upward price movement. This refers not 
only to taxes and controls, but to the 
probable faltering in some major lines of 
business affected by credit curbs. All of 
340 which makes for reservations which are 
apt to grow stronger over the nearer 
term. Expression of this was found re- 
cently in the fact that on most days, the 
number of individual declines has about 
equalled the number of issues moving 
up, plainly reflecting a dislike of the 


320 


300 


280 near term outlook. 
A market psychology which glosses 
260 over unfavorable factors and empha- 
sizes the favorable ones is nothing new. 
240 It is a normal accompaniment of a bull 


market but it naturally renders the 
market a great deal more vulnerable to 
sudden declines such as experienced last 
week. But just how close we may be to 
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an intermediate setback of greater scope 
is another question. There is some evi- 
dence that the market at recent level, at 
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least on an intermediate basis, was in- 
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90 creasingly regarded a better sale than a 
purchase. If enough investors feel that 
as way, it can slide down abruptly. On bal- 
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ance, most current and prospective fac- 


om tors may emphasize the advisability of 









































owning common stocks, but we doubt 
whether near-term uncertainties have 
15 been sufficiently clarified to dismiss the 

















possibility of a temporary interruption 
of the major trend. 


Rather, we feel there is ample reason 
for caution. There has been a distribu- 
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tive pattern in a good many 
stocks and a growing 
amount of volume has been 
needed to advance the mar- 
ket even modestly. Profit 
taking to take advantage of 
this year’s income tax rates 
is on the increase. If, after 
last week’s reaction, we 
would have anything like a 
strong come-back, we would 
feel that the market’s vul- 
nerability would then be 
complete. 

Regardless of the imme- 
diate trend, the market as 
in the past is likely to con- 
tinue the pattern of selec- 
tivity to which we have be- 
come accustomed. In re- 
sponse to new factors as 
they appeared, there have 
been numerous cross-cur- 
rents which the averages 
have been hiding rather 
than reflecting. That kind 
of selectivity will get a big- 
ger play as the realities of 
the defense economy un- 
fold, as the impacts of con- 
trols, restrictions, priori- 
ties, taxes, etc. can be better 
appraised. More than ever, 
it will be necessary to buy 
stocks rather than the mar- 
ket, regardless of the gen- 
eral trend. 

Thus building, auto and 
finance company shares have come under a cloud 
because of credit restrictions; metals have been 
booming because of defense needs; rail equipment 
shares have been perking up as heavy orders for 
freight cars poured in; commodity stocks have been 
in demand by the inflation-conscious; distillery 
shares, far from being adversely affected by the 
order requiring the setting aside of some capacity 
for industrial alcohol, have been strengthening be- 
cause distillers have large stocks of aging whiskey 
and any decline in output is bound to make for a firm 
price structure. In short, the market is continuously 
facing developments requiring a regrouping and re- 
appraisal. Selectivity more than ever will be the 
watchword regardless of trend, and the only logical 
basis for investment policy in the months ahead. 
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Caution to Persist 


Though the flood of excellent corporate news will 
continue for a while, it probably won’t be enough 
to dissipate the mood of caution and hesitancy evi- 
dent in recent weeks, particularly after the latest 
shake-out. Profit taking is apt to increase as uncer- 
tainties are piling up. Not only is the market techni- 
cally vulnerable but we must also allow for some pre- 
election jitters in recollection of what happened in 
1948. There is less assurance that the election may 
bring much of a change. If the trend is in favor of 
the Administration, of the Fair Deal, of labor, we 
must expect further socialistic moves regardless of 
the national emergency. And that would not be a 
reassuring prospect from the investor’s standpoint. 
Together with taxes and controls, it certainly would 
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spell lower earnings and dividends in time. 

On the international front, while the Korean cam- 
paign is regarded virtually over, it cannot be written 
off as yet. The market remains sensitive to the possi- 
bility of a renewed flare-up of more intense fighting, 
perhaps with Red China participation. In our view, 
this factor may also have contributed to last week 
shake-out. 

Today’s heaviness, after an initial effort to resume 
the recovery move, must be regarded as a signal for 
caution. It may or may not be significant that it coin- 
cided with reports of strong communist counter-blows 
in Northern Korea with the aid of Chinese troops, 
a situation that bears watching. Nor can the technical 
situation be viewed as fully corrected. 

In short, this is not a time for indiscriminate opti- 
mism. More than ever, it looks as if the market has 
been in the process of making an intermediate top. 
that reactionary tendencies may carry it down a good 
deal more than so far experienced. Because of this 
possibility, we advocate some cutting down of stock 
commitments at least on an intermediate basis. In 
view of longer term prospects, we do not think that 
there is any need for a change in long term invest- 
ments, if carefully chosen, and mainly held for in- 
come. But we do think that there can be no harm in 
increasing cash reserves, heretofore recommended 
at 25%, to 40% of available funds by taking profits 
in more speculative situations. We are also convinced 
that new purchases are better postponed until the 
near term course is clarified; chances are, better 
buying opportunities may not be too far off and a 
substantial cash reserve will then come handy. 

—Monday, October 30. 
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1950. PRE-KOREA 


The FUTURE of the DOLLAR 


By E. A. KRAUSS 


TPs there is at present a lull in the infla- 
tionary price climb that followed the outbreak of the 
war in Korea, inflation remains the nation’s fore- 
most problem on the home front. What the dollar 
will buy tomorrow, next week or next year is a mat- 
ter of considerable moment not only to consumers 
and businessmen, but to the Government itself. 

If there is any doubt about the seriousness of the 
inflationary menace which is again threatening the 
economy, one need only consider the fact that current 
defense appropriations will buy almost $5 billion less 
than would have been the case only a few weeks ago. 
This means that in an unbelievably short time, the 
tax increases recently voted by Congress have al- 
ready been cancelled out. 

It also means that unless the price rise can be kept 
from resuming and prices brought under control, 
the whole arms program will either bog down be- 
cause the money appropriated will not buy what is 
needed; or else that there will be bigger deficits, 
more inflation, a still faster shrinking of the dollar’s 
purchasing power, more drastic controls—in short, a 
chain of events that may well knock the economy 
lopsided. 

Just how viciously inflation has been attacking us 
in the last few months need hardly be told here. 
Every housewife can testify that the food bill has 
gone up some 20“ though official statistics may point 
to a smaller increase. Every businessman will tell 
you with a great deal of pained emphasis just how 
much the cost of everything has risen. 

Strangely enough, the latest fireworks on the price 
front were not caused by an actual increase in Gov- 
ernment spending—there has hardly been much of 
that. They were sparked by the mere prospect of 


coming military outlays under the new defense pro- 
gram—by anticipatory buying and hoarding and 
often by mere greedy speculation. To-date, the re- 
quirements of the Korean war and of long term de- 
fense preparation have not been sufficient to demand 
either sacrifices, create shortages and justify price 
lifts. But there was a concerted rush into the markets 
to load up, to “beat” higher prices and expected 
shortages; and in the process, higher prices came 
about almost overnight: 

This deplorable scramble shows just how inflation- 
conscious people have become as a result of the great 
rise in commodity prices in the past decade which 
cut the dollar’s purchasing power from 100 cents in 
terms of the 1939 dollar to some 58 cents just before 
Korea—and it is less today. Since Korea, industrial 
raw materials prices have shot up some 27% ; food- 
stuffs 16%; the commodity averages 23%. Some 
individual commodities have soared far more, re- 
flecting the greediest sort of profiteering and specu- 
lation. 

That all this could happen while our defense pro- 
gram was still largely in the blueprint stage came 
doubtless as a great shock to many, not the least to 
Congress, and this explains the latter’s unprece- 
dented readiness to rally behind a stiff anti-inflation 
drive, quickly vote higher taxes and authority for 
sweeping controls, repugnant as the latter prospect 
may be. There is willingness to get “tough” about the 
inflation menace—but not too much so until the elec- 
tions are out of the way—and in the interim a great 
deal of damage will have been done. Despite this 
show of determination, concern about the dollar’s 
purchasing power persists and there are solid rea- 
sons for it. 
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It rests not alone in the prospect of heavy deficit 
spending, in itself serious enough. It is found in the 
way the widening movement of wage increases has 
been permitted to gather force, resulting in higher 
jabor and production costs, and added price pressure. 
It is found in the enormous postwar increase in com- 
mercial, consumer and mortgage credit, a problem 
that the authorities have only begun to tackle. It rests, 
finally, in the fear that anti-inflation measures, in- 
cluding controls and higher taxes, won’t work, and in 
uncertainty of congressional determination to go 
really all-out in its anti-inflation drive. It rests, in 
short, in the realization that we have embarked on a 
dangerous course which all too readily may lead to a 
further debasement of the dollar. The way the latest 
tax increase has gone down the inflationary drain 
certainly was a sour joke on the harassed taxpayer. 

There is also the knowledge that regardless of 
counter-measures, it is not possible to bring inflation 
to a smooth stop, and so avert subsequent grief; and 
that it is impossible to halt inflation at some precon- 
ceived point, for both political and economic factors 
have a way of getting out of hand. Moreover, with 
the lesson of 1945-46 fresh in mind, we know that 
controls, however rigid and complete, only conceal 
and postpone inflationary pressures arising from 
inadequate fiscal and monetary action. And that goes 
right to the heart of the matter. 

One reason why resurgence of virulant inflation 
was so easy, lies in the enormous expansion of our 
monetary supply during the past decade, the fruits 
largely of war-time deficit spending and our ultra- 
easy money policy. Hence the new emphasis on pay- 
as-you-go financing of the current defense effort. 


Too Many Dollars Chasing 
Not Enough Goods 


As it is, there are too many dollars chasing our 
goods supply—and that is the basic cause of inflation. 
Whereas physical production, in terms of the FRB 
production index, today is about double that of 1939, 
the money supply (bank deposits and currency) has 
trebled. Then we have had a tremendous credit in- 
flation. Consumer credit outstanding has 
come close to $21 billion, an all-time high, 
while the prewar record in 1941 was just over 
$10 billion. Mortgage debt on private resi- 
dential housing (one to four family resi- 
dences) has crossed $40 billion whereas the 
prewar top was just under $20 billion. Busi- 
ness loans by Federal Reserve member banks, 
at over $16 billion, are more than $2.5 billion 
over a year ago, and a huge increase occurred 
since last June alone which makes it question- 
able whether the contraction of consumer 
credit, now sought through instalment credit 
curbs, will be great enough to offset expand- 
ing business borrowing. On top of all that, 
there has been a vast increase in personal in- 
comes, now at an annual rate of $223 billion 
compared with $78 billion in 1940. 

The “incendiary” possibilities of this pic- 
ture are obvious. It was brought about and 
furthered not only by war-time deficit spend- 
ing and the Government’s easy money policy, 


but by its wage policy which permitted five 1861 1865 
postwar wage-price spirals, and by its infla- WAR BETWEEN WORLD WAR | WORLD WAR II 
tionary farm policy which even after Korea THE STATES 


forced it to hoard masses of food at a time of 
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explosively rising food prices. Policies in the fiscal 
and monetary field worked in the same direction. 
Only recently, the fiscal authorities in the process of 
a large refunding transaction resorted to measures 
which could not help but pour additional fuel on the 
fires of monetary expansion. And other heavy debt 
maturities are coming up in the next few years! 

In contemplating what the future may bring, let 
it be said that past experience—though ever fresh in 
the people’s minds—may be of limited value in pro- 
viding a guide to the extent of further inflation that 
may accompany rearmament. It is well enough to 
point out that the drain of rearmament on the 
nation’s productive capacity will be nothing like that 
of World War II; that our productive capacity 
since then has been greatly expanded, that perhaps 
not more than 15% to 20% will be needed for the 
preparedness effort. 


Defense Needs vs. Civilian Boom 


True enough, the astonishingly productive Ameri- 
can economy can carry a heavy load. But it cannot 
support both a huge defense load and at the same 
time a booming civilian economy in which every 
pressure group gets what it wants. This is one rea- 
son why we are faced with dangerous inflation and, 
to combat it, with the prospect of direct controls de- 
spite the limited nature of the defense effort. But 
controls cannot prevent inflation, they merely hide 
it for a while as we know from our last experience. 
Only higher production will go to the heart of the 
problem, together with a realistic and tough eco- 
nomic program. 

As to production, the new moves towards indus- 
trial expansion are a step in the right direction but 
it will take time, and time is what we haven’t got. 
All the greater the need for emphasis of monetary 
and credit controls to stop the growth of consumer, 
mortgage and bank credit. Excessive credit has been 
the source of our excessive money supply and there- 
fore the principal basis of inflation which basically 
stems from an excess of purchasing power over avail- 
able supply of goods and services. 

Further tax increases, however unpopular, consti- 
tute another cornerstone of a realistic economic pro- 
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gram. So does lower non-military spending and effec- 
tive debt management that does not add to inflation. 
All these measures are far more important and effec- 
tive than any harness of direct controls over business 
which only impairs its smooth and efficient function- 
ing, and deals with symptoms rather than the disease 
itself. Unless we act along such lines promptly, anu 
carry out such measures vigorously, inflation in the 
long run cannot be halted and the threat to the dollar 
remains despite the present lull in the price climb. 

At that, dollar depreciation has already gone too 
far for comfort. While the dollar is worth about 57c 
compared to ten years ago, it is worth only 40c in 
terms of 1913 dollars. This applies to consumer 
prices generally. In terms of wholesale prices, the 
dollar is worth only about 50c compared to 1939, and 
somewhat less than that in retail food prices. 

Similarly, using the 1939 dollar as a yardstick, the 
1950 dollar spent for labor is worth only 48c. The 
industrial raw materials dollar has slipped to 42c, 
and the construction dollar to 46c. To illustrate fur- 
ther the decline of the consumer’s food dollar, food 
that cost 94c in 1939 now costs $2.09. A house that 
cost $5,000 in 1939 now cannot be had under $12,000. 
Ten years ago, one could get six or seven gallons of 
gas for one dollar; now the motorist can get barely 
four for his 1950 dollar. 


Dollar Depreciation Over Last Decade 


Just how steadily and progressively the dollar has 
lost in purchasing power over the last decade is 
shown in the accompanying chart. Back in 1945, at 
the end of World War II, it was still worth 78c (in 
terms of the 1939 dollar) but dropped quickly to 61c 
in 1948 when removal of war time price control 
revealed the enormous amount of inflation embedded 
in the economy despite stringent controls. 

Resurgence of inflation, as already indicated, will 
hit us in many ways. National defense in 1950 al- 
ready is priced at more than twice the 1939 figure, 
and the end is not yet. What’s happening to the dollar 
is also becoming apparent in revaluation of foreign 
currencies ; one of the important reasons of Canada’s 
latest action in cutting loose her dollar was to protect 
it from inflation’s impact on the American dollar. 
Other countries are said to contemplate similar ac- 
tions, that is, in most cases, to up-value their cur- 
rencies in relation to the American dollar. 

Inflation’s growing grip is also revealed by the in- 
crease of foreign imports coming into the United 
States. As the dollar buys less, the value of imports 





rises, and inflation is tending to “price in” a mount- 
ing number of foreign products which hitherto 
could not compete in our markets. It is also apparent 
that for the first time, “frightened money”’ is begin- 
ning to run from the dollar, favoring Canadian, 
South American and other currencies on the theory 
that the dollar’s value is no longer stable. In other 
words, the question what the dollar will be worth a 
few years hence is on everyone’s mind. 

When it comes to the answer, the Government’s 
stake would seem to be fully as great as that of the 
consumer or the bondholder. For if prices rise 
further, the cost of financing our defense and run- 
ning the Government will mount to such an extent 
that any thought to finance it on a pay-as-you-go 
basis will have to be abandoned. And that would spell 
more inflation, and the Government would get still 
less for the tax dollar. 

Also, how are the resultant deficits to be financed? 
The Government cannot expect to finance them sub- 
stantially by bond sales to the public without some 
assurance that the dollar’s future purchasing power 
will be protected. Bondholders already have suffered 
substantial losses, thus it is understandable that sav- 
ings bonds during the latest buying spree have been 
cashed faster than bought. 

Another question is: How can our growing econ- 
omy be financed by the people’s savings as in the 
past if the value of their savings keeps melting 
through inflation—after high taxes have already 
further debased salaries worth half their previous 
purchasing power? The only way out is to stop in- 
flation, and stop it promptly. 


Inflation Is Worst Form of Taxation 


In the final analysis, inflation is a form of taxation, 
probably the worst possible form because it bears 
hardest on those least able to stand it. It taxes not 
only everyone’s expenditures—in the form of steadily 
rising prices, but also one’s savings account, life in- 
surance, annuities and pension contract. It is in fact 
a flat capital levy in which the poor man pays as high 
a percentage as the rich man, only it hurts the poor 
man more because he can least afford it. 

Inflation is an assault not only on income and sav- 
ings, but it discourages prudence and thrift; and it 
encourages spending, squandering and inefficiency. 
It strikes at the strength and moving force of our 
economic system, at the core of democratic capita- 
lism. And it ends invariably in bitter disillusionment 
and collapse. 

That is the lesson we should have 
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learned from the experience of others. 
It would be foolhardy to take the same 
- risk. Yet if we vascillate in combating 
inflation with every weapon at our com- 
mand, the value of the dollar—in relation 
to goods—will continue to sink. The 
downtrend won’t stop until we stop 
flooding the country with dollars, by 
tightening up on credit, by foregoing 
deficit financing, by getting stricter with 
foreign loans. 

It is fortunate that we now witness a 
lull in the price climb, even an easing off 
in certain commodities and generally 
less pressure on the price front, and that 
this lull may continue for a while, af- 
fording a chance for constructive coun- 
ter-action before inflationary pressure 
reasserts itself (Please turn to page 149) 
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By WARD GATES 


W itn the great enhancement of inflationary 
pressures since the outbreak of war in Korea, the 
desire for protection of investment funds against 
further deterioration of the dollar’s purchasing 
power has become quite pronounced. In the opinion 
of a good many, this has been one of the principal 
motivating forces behind the bull market, a major 
factor of strength reflecting not only the inflation 
threat but doubt over the success of anti-inflation 
measures. Investors have been made acutely infla- 
tion-conscious by what happened to commodity 
prices shortly after Korea; and they also remember 
that stockholders generally fare better than holders 
of fixed income securities in inflationary periods. 

There are of course many ways to hedge against 
inflation, none of them perfect and most of them not 
well suited to the average investor. A popular hedge 
in the past has been gold but it is now illegal in 
America for individuals to own specie or bullion. 
The nearest thing to such ownership not involving 
loss of income would be gold ore in the ground, and 
this may be obtained by buying the shares of gold 
mining companies. But gold shares at present are 
not outstandingly attractive. Their yield in most 
cases is no more than average and earnings pros- 
pects are limited by the cost squeeze brought about 
by the fixed selling price for gold and mounting 
operating costs in an inflationary environment. 

Then there is real estate, considerably in favor of 
late by the inflation-conscious. There has been a great 
boom in farm land, not so much due to buying by 
farmers but by investors anxious to put their money 
into something that they hope will increase in value 
as inflation chips away at the dollar’s buying power; 
and a great deal of investing has been done in urban 
and suburban real estate, some of it doubtless due to 
the inflation threat. 

Such investments may turn out well, or they may 
not; as an inflation hedge, real estate is somewhat 
treacherous, if only because of rent ceilings and 
taxes and because it is less readily marketable than 
equity investments. If inflation goes to extremes and 
heavily mortgaged properties can be cleared of debt 
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with greatly depreciated money, something substan- 
tial may certainly be gained; but in such an environ- 
ment, it is usually also difficult to obtain generous 
mortgages. 

Some, to circumvent inflation, go into such things 
as art treasures, precious stones, jewelry, silverware, 
stamp collections or what have you, and doubtless a 
good deal of such inflation hedging has been done by 
wealthier people. But such investments can also be 
treacherous. Like real estate, they do not have an 
organized market. Usually as a buyer you pay a 
fancy price which as a seller you won’t nearly be 
able to obtain except in periods of virulent inflation, 
and then you want to hold on. Moreover, you get no 
income on such investments, and there is always the 
risk of loss or theft, and the need for insurance. For 
the average investor, such things are hardly an ideal 
hedge, and quite often a source of eventual loss. 

Commodities would be an ideal hedge since in an 
unregulated economy at least (and in a regulated 
one in black markets) they are good reflectors of 
values. The trouble is that such investments are diffi- 
cult to diversify which increases the risk. Also they 
incur storage and handling charges which in the long 
run can eat considerably into the investment. In the 
modern economy, the problem is aggravated by what 
regulations and controls may do. The risk factor here 
is substantial. 

There is an indirect way of obtaining ownership in 
commodities, and that is investment in so-called com- 
modity stocks, meaning stocks of companies posses- 
sing substantial reserves in natural resources. Usu- 
ally, through such investments, one can buy not only 
a stake in natural resources but in valuable real 
estate as well, quite apart from an equity in plant, 
equipment, machinery, etc. 


Common Stocks Most Practical Inflation Hedges 


Aside from this, common stocks generally are 
thought best to hold in inflationary periods (though 
they may be quite desirable even without inflationary 
phenomena) because they not only represent a share 
in tangible and valuable assets but because both 
profits as well as the money value of the assets behind 
the stock tend to rise in periods of inflation. This is 
demonstrably true, though subject to some qualifica- 
tion. Costs, especially labor costs, and taxes can 
take out a good deal of inflation when it comes to 
earnings results—despite inflated dollar volumes. 

The buyer of common stocks of course has the 
problem of selecting the industries which may afford 
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ye best inflation hedge. Ownership of valuable 
roperty in the ground such as petroleum, natural 
jas, metal ores and other minerals has traditionally 
been regarded as one of the best methods of protec- 
tion but here, too, hedge characteristics vary, de- 
pending on the size and nature of the resources 
owned. 


Popular Stock Groups For Hedge Purposes 


Popular groups have been the oils, non-ferrous 
metals, coal, paper, sulphur, lumber, and certain 
chemicals, on the theory that stocks of such com- 
panies should rise in value with the general price 
level. Others also consider stocks of companies with 
substantial tangible assets, as expressed by high 
book values in relation to market price. U. S. Steel 
and Bethlehem Steel are good examples; both—as 
well as many other steel companies~not only have 
a superior cushion in tangibles, that is property and 
productive capacity, but also own sizeable natural 
resources such as coal mines, iron ore and limestone 
deposits—all needed for the production of steel. 

In the past, growth industry shares were fre- 
quently included as inflation hedges, as promising 
either well sustained or sharply rising earning power 
under inflationary conditions, but the underlying 
premise here must be tempered by the tax factor, the 
threat that EPT may hit growth companies harder 
than others. 

Furthermore, it is thought that companies enjoy- 
ing rapid turnover have the advantage of being in a 
position of quick adaptation of price policies and 
price structures to rising prices generally. On this 
premise, a case can be made for meat packers, 
dairies and certain types of retail stores such as the 
variety chains. 

Main emphasis, however, remains on equities 
which represent an interest in a business owning 
and producing essential commodities. This means 
particularly the extractive industries such as those 
mentioned above; companies with valuable timber or 
land holdings; and generally concerns which produce 
the bulk of their raw material for manufacture. 


Usual Investment Yardsticks Still Needed 


However, any policy aiming at minimizing the 
purchasing power risk in investments requires in- 
telligent application. Any stock selection purely with 
an eye to their value as hedges against inflation is 
easily likely to slip into the grossest speculation, for 
the most marginal securities often stand to benefit 
most heavily from an inflationary trend. To guard 
against disappointments, it is imperative that usual 
yardsticks of security values be not discarded. More- 
over, there should always be some degree of diversi- 
fication. 

One factor to bear in mind is that even though the 
general level of prices may be rising; not all prices 
advance at the same rate or in the same degree. 
Some rise more than the average; some less. The 
profit margins of those industries whose prices rise 
less rapidly than the average usually are affected 
unfavorably, and earnings conseauently mav actually 


decline in periods of inflation. This would, in turn; 


adversely affect the prices of such stocks. 

We have already referred to the importance of 
costs, especially labor costs which can be a significant 
factor in determining whether or not the price of a 
stock can keep pace with the general price level. In 
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the past this was not so important; but today, with 
labor far more effectively organized, labor costs tend 
to rise more rapidly—and ahead of prices. Usually, 
it implies pressure on profit margins. 

Then there are taxes. If they are high, absorbing 
a substantial part of profits—even inflated profits, it 
removes an important incentive for rising share 
prices even in periods of inflation. 

Generally, it must be remembered, that inflation 
does not follow any clear pattern, and the response 
of share prices shows no uniformity. Nevertheless, 
of all the media available for inflation hedging, 
concentration on common stocks is probably the 
soundest course for most investors, with particular 
emphasis on the type of shares previously mentioned 
as holding promise of greatest protection. 

The degree of protection depends on a variety of 
factors besides the character, quantity and avail- 
ability of the individual commodity controlled, such 
as the cost of production, the amount of processing 
necessary, labor and tax factors. 

Petroleum, for instance, demand for which is 
steadily expanding, is regarded a more desirable 
asset than coal, for which basic demand is shrinking. 
The petroleum industry has a relatively moderate 
labor factor, while it is far higher in the coal indus- 
try which moreover is subject to the vagaries of a 
powerful and unpredictable labor organization. 

Again, within the petroleum industry, owners of 
substantial crude oil reserves clearly are better situ- 
ated than refiners which must buy a large part of 
their crude oil for processing. In the paper industry, 
wood pulp producers or integrated companies own- 
ing sizeable timber reserves occupy a better position 
than paper and paperboard manufacturers who de- 
end on outside sources for their pulp requirements. 
In the non-ferrous metals group, mining companies 
offer superior hedge characteristics than custom 
smelters and refiners. 


Manufacturing Costs Also a Factor 


Beyond that, the degree of inflation protection 
generally declines in proportion to the cost of proces- 
sing and manufacture. Best situated are those con- 
cerns where the cost of the basic raw material con- 
stitutes a high percentage of the sales dollar. 

Our appended table lists a number of diversified 
companies suitable for inflation hedges, with this 
characteristic present in varying degree. It includes 
a number of leading gold mining companies, an in- 
dustry on which we have commented before, pointing 
out the inherent disadvantage from a profit stand- 
point. Apart from this negative criterion, substantial 
gold ore deposits are of course not to be minimized 
from the standpoint of inflation protection. And the 
price of gold, at some time in the future, may always 
be raised. In fact it will have to be, should severe 
inflation really take hold—not a readily foreseeable 
prospect. 

As a sample, we have also included a sugar com- 
pany—South Porto Rico Sugar. Its stock is a typical 
commodity stock and the company owns large sugar 
plantations. But it’s also a highly speculative indus- 
try, the sugar supply is more than ample, and sugar 
shares had quite a run-up shortly after Korea. 
Though they have come down since, we are not too 
keen on such equities at this time, despite satisfac- 
tory earnings prospects. 

Some readers may wonder why National Distillers 
was included in our list but we consider it as just as 
good an inflation hedge as any of the more typical 
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commodity stocks. This of course applies to all dis- International Nickel, the world’s leading nickel pro- 
lly, tillers, but particularly to those with sizeable in- ducer and the fourth-largest miner of copper is a 
: ventories of aged or aging whiskey the value of “natural” from an inflation hedge standpoint. So are 
ing which is bound to rise with the general price level. the big copper producers such as Kennecott, Phelps 
, it Moreover, the older the stuff gets, the more precious Dodge and Anaconda. On the other hand American 
are it will be. Smelting and U. S. Smelting are less suited for the 
Of oil company shares, we have listed Amerada purpose because of emphasis on smelting and refin- 
ion Petroleum, a well-known crude oil producer, and _ ing operations. 
ise Humble Oil, owner of vast crude reserves; also Most leading paper companies own their own 
SS, Shamrock Oil & Gas, a company that owns substan- timber and pulp resources, thus qualify as anti-infla- 
ng, tial natural gas reserves. We could have listed a good tion hedges in varying degree. Since it costs more to 
the many more were it not for duplication. Readers are convert timber into finished paper products, their 
lar invited to consult our comprehensive oil industry attractiveness lags behind that of the oils, for rea- 
ed tabulation on pages 126 and 127 in this issue for sons previously mentioned. Yet companies like Inter- 
estimates of proven oil reserves of the principal in- national Paper and Crown Zellerbach with extensive 
of dividual companies. timber and pulp resources, leave little to be desired 
il- These reveal the excellent position of many of the in this respect. 
ch big integrated oil companies whose crude reserves 
ng usually greatly exceed those of specialized crude Sulphur, Cement and Fertilizer Companies 
producers. Thus, though Skelly Oil, a low-cost crude 
is oil producer, has estimated crude reserves of 225 Even more so, this can be said of the sulphur com- 
yle million barrels, those of Standard Oil of New Jersey, panies, of the cement companies—both low-wage in- 
1g. estimated at 7.5 billion barrels, are not to be sneezed dustries with the leading concerns owning vast 
ite at and the stock should provide satisfactory infla- mineral deposits: of the iron ore companies and of 
Is- tion protection though the company’s operations are such concerns as U.S. Gypsum which owns large and 
a widely diversified and oil reserves far-flung. Over valuable gypsum deposits. And finally there are the 
the long term, it may be a sounder holding, every- fertilizer and potash companies with their extensive 
of thing considered. mineral deposits, such as American Potash & Chemi- 
U- In the non-ferrous metals field, companies like cal, International Minerals (Please turn to page 149) 
of 
y, —_— _ 
n- Statistical Data on Selected Stocks Suitable as Inflation Hedges | 
on 
le- 1950 
ts. Book 1949 6 months Indicated 
es | Value Net Per Net Per 1950 Recent COMMENTS 
m | Per Share Share Share : div. Price 
! Aluminum Co. of America $ 50.45 $ 4.45 $ $ 2.00 67 Owns large deposits of bauxite ore | 
Aluminum Ltd. 36.05 7.26 4.09 3.20 78% Controls World-wide bauxite mines. 
| Amerada Petroleum 40.99 9.12 4.24 5.25 14812 Substantial crude oil producer 
| Anaconda Copper 70.78 3.14 2.10 2.50 37 World’s leading miner of copper 
on | Arkansas Natural Gas “A” 8.02 1.26 .60 12 Controls natural gas reserves. 
So Bethlehem Steel 69.88 9.68 5.63 2.85 47% Owns substantial iron ore properties. 
n- {Celanese Corp. of America 18.17 3.0? 3.61 2.40 38'4 Acquired large wood-pulp reserves 
n- | Consolidated Mining & Smelt. of Can. 36.57 V277 8.50 112 Large producer of lead zinc, other minerals. | 
|Crown Zellerbach 37.07 6.12! 2.00- 2.70 43 Holds extensive timber reserves. 
ed | Dome Mines 8.14 76 46 Py 142 In strong gold mining position. 
“ Freeport Sulphur 44.66 7.38 3.96 5.00 70 Cunt ealple depeaite. 
” Homestake Mining Co. 12.31 1.43 91 2.75 Is tseting US, geld wing Ce. 
fl | Hudson Bay Mining & Smelt Co. Ltd. 18.04 4.72 2.38 4.00 505 Important Canadian metal producer. 
i | Humble Oil & Refining 40.17 6.70 2.99 4.00 100 Holds large crude oil reserves. 
mt Imperial Oil of Canada 9.75 .88 .40 50 26 Dominant Canadian oil company. 
ad International Nickel 16.82 2.08 1.33 2.00 332 Leading nickel and prominent copper miner. 
he | International Paper 40.73 A y. 3.74 3.00 462 Owns substantial pulp and timber reserves. | 
"Ss | Kennecott Copper 48.06 4.45 3.49 4.50 67% Prominent low-cost copper producer. 
re | Lone Star Cement 62.13 10.34 5.00 5.50 742 Important cement manufacturer. | 
le | McIntyre Porcupine 28.15 3.46 97° 3.01 51% Canadian gold mining company. 
| National Distillers 20.71 3.03 v.27 2.00 26% Has substantial liquor inventories. | 
“ | Newmont Mining 93.33 3.67 1.69 2.50 88 Develops and invests in mining companies. | 
al | Phelps Dodge 44.80 6.85 3.54 4.50 59 Extensive copper resources. | 
ar | Pittsburgh Consolidation Coal 57.59 6.32 2.32 2.00 33% Largest soft coal producer. 
S- | Shamrock Oil & Gas 13.69 3.63 2.381 1.60 282 Has substantial natural gas reserves. | 
ur South Porto Rico Sugar 48.66 7.02 6.00 49 Operates extensive sugar plantations. 
a. Texas Gulf Sulphur 16.10 7.14 4.14 5.00 85 Rich sulphur deposits. 
0 U. S. Gypsum : 81.35 13.51 9.07 10.00 1082 Owns sizeable gypsum rock deposits. 
c- | U. S. Steel ; 64.15 5.39 4.08 2.70 42 Large iron ore, coal and other resources. 
| Weyerhaeuser Timber Co. 71.94 7.88 3.69 3.00 88 Owner of large timberlands. 
1—Year ended April 30, 1950. 3—9 months ended Sept. 30, 1950. 5—Quarter ended June 30, 1950. 
al “—Quarter ended July 31, 1950. 4_9 months ended August 31, 1950. 
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THIRD QUARTER 
EARNINGS 


By J. C. CLIFFORD 





AEE earnings in the third quarter have 
probably established a new high record that will 
stand for a long time to come. Never in the nation’s 
history have profits spurted so substantially or so 
uniformly in almost every industry. Exceptions to 
the rule are rare, and study of results centers less on 
which companies forged ahead as on the extent of 
the gains achieved. 

This spectacular showing was due to a momentum 
in civilian business that was of near peak propor- 
tions prior to Korea, and sharply expanded in the 
wave of scare buying and hoarding that immediately 
followed. Re-orders from distributors whose inven- 
tories were rapidly depleted by the scramble of con- 
sumers to purchase all kinds of goods, piled up back- 
log orders of producers to such an extent that 
capacity operations became necessary and a seller’s 
market ensued. Throughout the entire third quarter, 
despite a gradual subsidence in the rush to buy, little 
or no promotional effort was needed to clear out 
factory inventories, and since prices were excep- 
tionally firm, net earnings climbed fast under these 
almost ideal operating conditions. 

In reporting third quarter earnings, company poli- 
cies have varied as to allowance for the increased tax 
rate, but in most cases the heavier charge has been 
made and earlier interim earnings adjusted to taxes 
retroactive as per the new tax law. For these reasons, 
the reports require scrutiny to determine if or how 
such adjustments have been made. Investors must 
also realize that third quarter earnings may be pared 
somewhat after Congress decides on the controver- 
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sial question of excess 
profits taxes which 
may be made retroac- 
tive to either July 1 or 
September 1. 

Accumulated earn- 
ings for nine months 
are considerably 
weighted by the very 
favorable experience 
in the third quarter. 
On quite a broad scale, 
profits for the entire 
first three quarters 
rose impressively com- 
pared with a year ear- 
lier, but the percentage 
gains were naturally 
more restricted, and in 
some instances the 
comparisons were un- 
favorable. This was 
due to special causes 
that affected earning 
power during the re- 
adjustment period that 
prevailed last year. 
The same holds true to 
some extent in com- 
paring third quarter 
earnings with earlier 
periods in the current 
year, since the show- 
ing of many concerns 
varied considerably be- 
fore Korea. 

Because of the ab- 
normally favorable 
conditions in the third 
quarter, there is some 
doubt just how dependable reported earnings may 
be in appraising potentials in the final quarter. As 
suggested at the start of our discussion, it is quite 
possible that quarterly earnings for an extended 
period may fail to equal the glamorous record of the 
three months ended in September. On the other hand, 
evidence is accumulating that points to a highly pros- 
perous fourth quarter that may closely match the 
previous one. 

The last quarter for a great many industries is 
normally the best of the year, especially for pro- 
ducers of civilian goods. Now that wages have risen 
on such a broad front, latest reports show that retail 
sales are continuing to hold substantial gains above 
last year. The Department of Commerce has an- 
nounced that manufacturing concerns recently were 
still experiencing difficulty in delivering unfilled 
orders for civilian consumption. Stepped up orders 
for armaments, combined with heavy civilian de- 
mand, have tended to exert upward pressure on 
prices. In the six weeks ended October 15, prices of 
industrial goods rose 4% for a total of 8% since 
the end of June. 


Dollar Sales Should Hold in Fourth Quarter 


These circumstances indicate that dollar sales in 
the final quarter may hold their own, that operating 
margins will prove stable or even widen in many 
cases, and that chances for inventory losses at the 
year’s end will be practically nil. Such optimism, 
though, would not be logical for a few industries, 
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such as the builder’s supply group, where backlog 
orders presently are diminishing rapidly along with 
prices. Difficulty in securing essential raw materials 
also may hamper the operations of many concerns to 
some extent in near term months, despite a large 
amount of unfilled orders. It is impossible to foresee 
accurately, however, to just what extent the mate- 
rials factor may affect the immediate progress of 
any given manufacturer, at least in respect to the 
current quarter. 

On the appended table we present a list of 30 
large concerns, representing a wide range of indus- 
tries; which have reported earnings for the third 
quarter. In order to trace their quarterly progress 
for a year past, we have listed interim earnings for 
five successive periods, as well as sales. Since the 
latest picture has been frequently distorted by tax 
adjustments to varying extent, and comments by 
some managements sometimes provide clues to ex- 
pectancies in the final quarter, we will briefly discuss 
a few situations. 

General Electric Company’s net earnings of $35.4 
million or $1.23 per share in the third quarter were 
68% above the related span of 1949 in contrast to a 
volume gain of 25%. The influence of increased taxes, 
though, is shown by the fact that the company 
earned $1.41 per share on lesser sales in the July 
quarter. This spread, however, was distorted because 
in the September period, GE conservatively charged 
off retroactive taxes at the new rate on earnings for 
the first six months in addition to the increased 


amount in the third quarter. Despite these book- 
keeping adjustments, record sales of more than $1.3 
billion for nine months enabled the company to earn 
8.4% on sales versus 5.7% the year before, equal to 
$3.91 per share against $2.34. 

A somewhat similar experience was illustrated by 
General Portland Cement Company, whose volume of 
$6.5 million in the September quarter was 10% above 
the June quarter, but whose net earnings of $1.53 
compared with $1.59. This modest decline despite 
the higher tax rate was undoubtedly due to spread- 
ing retroactive taxes over nine months earnings 
rather than applying them to the third quarter alone. 
On this basis, the company earned for nine months 
$4.40 per share compared with $3.77 in the same 
1949 period, although the increased taxes equalled 
29 cents a share. 


Blaw-Knox Co. 


Volume of Blaw-Knox in the third quarter was 
well above that in the two preceding periods but 
nominally below last year’s period. After an adjust- 
ment to take care of the increased tax liability for 
the previous months of 1950, the company reported 
net earnings of 56 cents a share for the September 
quarter against 59 cents in the three related months 
of last yar., This concern, though, earned only 20 
cents a shage in the March quarter, hence earnings 
of $1.48 per share for nine months compare with 
$1.97 the ydar before. (Please turn to page 150) 
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Quarterly Comparison of Sales and Earnings | 

ee eae — ©. Seemann ——— | 

—3rd Quarter— —2nd Quarter*— — 1st Quarter*— —4th Quarter— —3rd Quarter— | 

Net Net Per Net Net Per Net Net Per Net Net Per Net Net Per | 

Sales Share Sales Share Sales Share Sales Share Sales Share | 

(millions) (millions) (millions) (millions) (millions) | 

Acme Steel ; Lcataiessdegts : $ 16.1 $ .84 $ 16.5 $ .80 $ 16.0 $ 7s $ 8.8 * 20 $ 12.7 $ 47 | 
Admiral Corp. sts ibapcaunses sees 63.6 2.63 57.0 2.16 46.2 2.08 35.0 1.80 23.9 1.48 

Allegheny Ludlum Steel Satrakavakear 46.0 2.14 40.7 1.69 37.5 1.67 26.5 .36 21.8 d.24 | 

American Cyanamid .......... skids 84.8 2.46 71.5 2.15 72.7 2.78 64.7 2.07 59.3 1.120 | 
Atlas Powder: ..........::..... inte, WS 1.54 9.9 1.30 8.3 .64 8.5 1.27 8.2 1.23 

Blaw-Knox  ...........0.55. cee eves 16.7 .56 15.1 4a V2 .20 13.8 54 16.9 ae | 

Cotenpnlar Wractor 6 ..0..)s chine: wi 85.5 2.48 83.0 2.30 72.4 1.77 69.5 1.49 57.3 LLL | 

Commercial Solvents 13.5 SF 8.4 ae Fa .26 8.7 34 8.9 35 (| 
Eaton Manufacturing .... , saa 38.6 2.03 39.3 2.24 29.1 1.55 23.0 1.04 24.4 1.01 
SENG MCOI ys cach orutts ciee cael ans covstines ; 6.8 85 6.8 85 6.4 94 6.3 38 6.4 2.10 
CR TCEC Ue CCl 17 Cdl AR Ast ae a Ra ee 473.4 1.23 462.6 1.41 418.4 1.28 423.1 2.02 388.6 aa 
General Foods ..................... — 155.5 1.74 124.6 1.01 124.1 1.45 119.9 1.06 114.3 1.22 
General Portland Cement ......................0... : 6.5 1.53 5.9 1.59 5.8 1.47 5.4 1.24 5.4 1.33 
OU CESE TC GU GOW E "CSG A gOS ae te ae ene ree 42.8 1.68 38.0 1.33 32.9 1.01 31.3 2 29.2 89 
International Minerals & Chemical .......... TES 1.07 19.1 2.60 19.1 2.91 9.9 39 10.2 89 
PARI MEIN oto os cco noos acs dose eee cesdvadenion ‘ 55.2 1.81 48.9 1.97 39.5 1.29 43.2 1.31 43.1 1.58 
McKessons & Robbins ....................000.0006. 105.3 1.16 89.3 1.01 91.8 91 98.5 1.65 87.9 98 
WAGUSGRIO: CHROMIC e555 02.-cosseansesercerscdscacesss 60.5 1.64 53.5 1.58 49.1 1.26 44.6 1.26 42.0 76 
PC MOL CLES 01 CHa ENE Re eS eR 54.2 4.78 34.5 2.97 35.8 3.50 27.5 3.28 18.6 92 
MAMAS TINGS 000 ocx boc esaceds pets ca ecameeasdera veaeer 17.3 ¥.27 13.0 vs 11.7 1.04 9.6 .68 9.2 .62 
PROHONGD GOROIY <5. <5vecssccace-sarvacisiats ccovestecaeeies 41.7 1.36 34.8 1.03 31.1 47 ys Bh 30.9 04 
lO Voric Air Gene ooncccccscccnscictezeaccasccsecsens _ 1.72 3.6 1.34 2.8 .64 2.6 53 32) ae 
RAGING AIUD -- ccsccecsec.sseces iced Baaweucies 32.6 2.73 27.5 L772 29.7 2.25 _ 1.67 - 38 
PONG Dae COMOND .....cc5:<6cniscccsavveveesseniveenesd 7.3 2.13 6.2 1.89 es .20 4.3 1.25 5.6 1.34 
QTGT CS 1) SS Sa a eo ee 6.8 V.75 6.4 1.36 49 .69 8.5 2.12 5.6 1.16 
OUI PINON 5 c5003078 ohana taalisie eases 42.4 2.41 37.8 1.92 33.4 1.11 37.2 1.65 27.9 d.03 
CT BE (nae re 20.7 1.60 1&5 1.01 13.7 90 12.6 78 13.3 65 
Robertshaw Fulton Controls ...............0.00000 11.4 1.16 VHS 1.43 25 1.23 9.5 1.21 7.0 .53 
eC La L-CS ae ep ee 38.2 50 36.5 39 34.3 a5 33.1 39 28.1 d.02 
Westinghouse Air Brake ...............0.0cc000 = 98 13.5 ae 12.4 Fl? 12.7 41 17.0 49 

d—Deficit. *—Not adjusted for new tax rates. 
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Gov't Watching Trade Trends 


By E. K. T. 


SENATE Committee investigation of crime in inter- 
state commerce hasn’t had the political repercussions 
that were expected to come of it and it’s too late now 
to unearth anything that could seriously affect elec- 





WASHINGTON SEES: 


Nothing in current records of public and private 
statistical agencies in the Capital, or in the fore- 
casts of both groups, indicates that credit curbs 
and other federal actions made necessary by the 
Korean situation will keep 1950 from going into 
the records as a boom year. In fact the closing 
months give signs of surpassing the business acti- 
vity of one year ago. For example, department 
stores reported 11 per cent more business in the 
week ending October 14 than in the correspond- 
ing week of 1949. 

Furthermore, this comes at a time when the 
government is making ready to pour billions into 
defense contracts and while there still are several 
million potential workers who will begin to pick 
up pay envelopes in the next few months. Already, 
industrial pay is averaging $5 a week higher than 
last year. Taxes have not yet mounted to a point, 
say the government experts, where the strain is 
likely to affect buying seriously. 

Higher down payments and accelerated date- 
lines for completing payment of installment ac- 
counts is bringing more dollars into the stores, but 
there is no evidence that the rush buying to meet 
effective dates of controls has lessened the demand 
for “soft” goods. And as scarcities develop, due to 
curtailed production of some durables, there is 
likely to be a heavy shift to the lighter consumer 
products. 


The situation is being watched on an hour-to- 
hour basis for comparative purposes. But despite 
current rumors there is neither the machinery nor 
the intent for early sweeping price controls. 
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tion outcomes. It had been freely predicted that tie- 
ups between the gambling fraternity and political 
leaders would lead the probers to scandals in state 
governments. Senator Estes Kefauver, a democrat, 
removed any possibijity of ‘‘whitewash” charge 
against the committee he heads. He visited many 
places but he concentrated on democrat-controlled 
Florida, New York City, and Chicago. That exten- 
sive gambling goes on at these points came as no 
news. 


POLITICAL action leagues of organized labor are ex- 
tremely jittery as they await election returns, count 
up their winnings and their losses and measure off 
their effectiveness in the campaigns. They hadn’t 
done too well in the primaries. Generous contributions 
of money and manpower had been sent into Florida 
on behalf of Pepper, into North Carolina for 
Graham, and into Idaho for Taylor—and those three 
sitting Senators were defeated. The real bankroll 
was riding on Ferguson to defeat Taft in Ohio, and 
the hope for victory there appeared to be coming 
principally from “even money” betting. Defeat won’t 
end “political action” ; explanation will be “‘no Presi- 
dential contest.” 


STATES aren’t ready to accept the Supreme Court’s 
decision in the tideland oil cases despite the fact that 
the high bench has twice ruled that the Federal Gov- 
ernment holds paramount rights and title to the oil- 
rich submerged lands beyond the low-water mark. In 
1947, the court ruled on California’s claims; in Sep- 
tember of this year, a similar holding settled the 
issue for Texas and Louisiana—or so it was thought, 
at least. Comes now Senator Tom Connally of Texas, 
with the announcement that Congress will be asked 
to overrule the court. Said Connally: “Congress will 
be called upon to exert its power and authority in 
behalf of state ownership.” 


CHANGES may be looked for in Federal Trade Com- 
mission attitude toward issues basic in the jurisdic- 
tion of that quasi-judicial agency as a result of 
personnel appointments which have affected policy 
thinking. James M. Mead and John Carson, New 
Dealer additions to FTC, show a disposition to color 
their decisions to match their “liberal” backgrounds. 
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CIO, with a tone of apparent reluctance, announces 
that war profiteering on the part of industry has forced a 
decision on the part of organized labor: "They (the affili- 























labor unions with no alternative to asking for — yes, and 
even striking for — sizeable wage increases." So, the die 
is cast and the no-strike-during-wartime policy is scuttled 
even before it is submitted. "Sizeable" is the measure, 
and "strike" is the enforcement weapon. 











Because the retail trades didn't follow the prin- 
ciple of letting sleeping dogs lie, they found themselves 
with tightened credit regulations. Deferred payment plan 
selling was certain to be one of the first factors to be 
examined in waging a fight on inflation in any event; but the 
retailers rushed the decision by meeting here, then 
approaching the Federal Reserve Board with a suggestion 
that existing rules be liberalized. They got the 
exact opposite answer. 





























Biggest incentive to industry to expand in readiness for war contracts is 
the creation of a certifying agency to pass upon applications for "emergency" designa- 
tion for new facilities. When so labeled, new facilities become eligible for amortiza- 
tion over a five-year period. President Truman turned the job over to Stuart Symington 
by making it a function of National Security Resources Board. Choice is regarded a 
happy one; Symington is experienced in the industrial field, is no political hack. 


























On the controls front, the Department of Interior after a late start promises 
to out-distance other regulatory agencies. Its scope will embrace minerals and power, 
solid fuel, petroleum. With respect to petroleum, Interior's surveillance will be 
more comprehensive than that of World War 2's Petroleum Administrator for War. The 
former agency met the products at the refinery gate; its Successor will extend into 
plant operations. 























While high costs of federal government are being accepted as an unavoidable 
accompaniment to war and defense against war, the fact is clear that the 8lst Congress 
(with two months still to go) has broken all records for spending not related to military 
purposes. While manning and arming a fighting machine, congress has gone merrily 
along putting peacetime spending on a proportional level. And costs would have been 
blown sky-high had the legislators not rejected, by inaction, the Brannan Plan, St. 
Lawrence Seaway project, socialized medicine, and a pair of "river valley projects." 



































in its two years of operation, the congress appropriated or authorized for 
expenditure, a total of close of 100 billion dollars. The 80th congress was considered 
a costly one, yet its money bills aggregated less than 75 billion dollars. Even adding 
the 17 billion dollars which can be charged to the Korean situation, the 80th did better 
by the taxpayer than the 8lst. Critics of the Hoover Commission on Government Organi- 
zation remind that 26 of the 30 plans submitted by the White House were approved, yet 
failed to bring about the reduced costs of government contemplated in the overall 
program. The argument isn't valid: the plans acted upon were administrative or pro- 
cedural, weren't the ones calculated to save money. 






































Postmaster General Donaldson is being hailed for "taking the bull by the horns" 
to thin the postal operating deficit by asking ICC for new and higher rates on parcel 
post. Actually, the idea wasn't his. It's one which large mailers harped on through- 
out hearings on the bill for general increase in postal charges; they taunted Donald- 
son for passing up an obvious road to greater income, put him in a position where he 
had to act or suffer continuing reminders when the rate boost measure comes up next 
year, as it certainly will. The Postmaster General will be given rate increases next 
time, but not nearly as much as he has asked — perhaps one-half that amount. 



































President Truman underscored one of the major problems of getting the nation 
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on a wartime footing when he mentioned the reluctance of business and industrial lead- 
ers to accept appointments to run the agencies of control. Character assassination and 
invasion of their private lives have been the penalties exacted in the past and, said 
the President, the experience of post-World War 2 still is fresh in their minds. fhe 
personnel of companies experienced in producing essential material or capable of spzedy 
convrsion naturally is the first point of raid. Then, when those companies perform a 
war contract, the charge of favoritism is hurled. But, complains the President, where 
else could the country look to for production? 



































Hundreds of men who left busy desks during wartime to take dollar-a-year 
appointments have been contacted in the hope that they might return. They've had 
enough of it, runs the usual answer. Congress is the culprit usually. The lawmakers 
receive compaints from disgruntled would-be contractors, and with great fanfare turn 
them over to whatever committee happens to be probing defense expenditures. The 
charges are aired and the denials, when they come, never catch up with the original 
pronouncements. It isn't only the emergency agency posts that are hard to fill, says 
Mr. Truman; it's hard to get a qualified person away from successful business or 
industry to take any type of government employment. 






































Washington is watching London closely to detect any Signs of changed attitude 
now that the arch disciple of austerity, Sir Stafford Cripps, has departed the scene. 
Cripps’ assistant, long associated with him in bringing the Britons to the realization 
that they must live within their means, is his successor. But Hugh Gaitskell is not 
Sir Stafford. The retired Chancellor of the Exchequer, a man of inherited wealth, 
expanded by his own skill at the bar, was an example to his country, a great economic 











leveller. He practiced what he preached. 











Sir Stafford's tax methods would be described in this country as a "soak the 
rich" program. It was just that, and few Englishmen were more heavily soaked than the 
Treasury head himself. His sympathy was not with the Labour Government, which he 
served, when it came to the matter of wholesale nationalization of industry. He did 
not oppose government ownership of some basic industries and he taxed all into a situa- 
tion edging toward government ownership. His successor is regarded more a theorist 
than Cripps, an ardent advocate of the nationalization program. He is less likely to 
attempt a stay in the progress toward government operation of industry. 


























President Truman's order to agencies concerned with mobilization to prepare 
and submit to him a plan for universal manpower service won't result in a labor draft. 
But it will toughen the deferment bases under Selective Service Act. It will more 
scientifically catalog jobs, set up better standards by which their essentiality to 
the defense effort may be gauged. And it may serve to increase the importance of 
women workers and aged persons in the labor force for it is certain to drive many men 
into more arduous callings. 
































Labor Department statisticians estimate the nation's total potential labor 
force, including ali men in the military services and all. men and women working or 
available for jobs, at 70 million. Of this number, 5.6 million are not now working. 
Full use of today's potential labor force according to World War 2 pattern of manpower 
reguirements, they say, would: 1) Allow an 11 million expansion in the armed forces; 

2) allow a 3 million expansion in employment in war industries; 3) Curtail civilian 
industries by 6 million. 






































Statistics, however are one thing while their practical application is quite 
another matter. To channel millions of workers from their regular jobs to others 
characterized by entirely different requirements in many cases, and located in areas 
where the moving of whole families would create problems, would be exceedingly difficult, 
if not impossible on any large scale. Labor leaders also frown on their members who 
desert one union or even a local, to join another as might be necessary where such large 
bodies of workers are moved around. 

















present privilege of serving as consultants to the National Security Resources Board. 
They are pressing for a job with more real say-so. 
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DOLLAR FAMINE? 


— SHIFTING DOLLAR POSITION IN WORLD TRADE 


By V. L. HOROTH 


 ™ latest evidence that a profound change 
is taking place in the international exchange situa- 
tion and in the pattern of international payments 
has been our August foreign trade figures, which 
revealed not only a record breaking level of imports, 
but also the first excess of imports in thirteen years. 

This change, which has appeared with almost 
dramatic suddenness, seemingly is the passing of 
the “dollar shortage”. The dollar shortage, or as 
some people prefer to call it, “the dollar gap” or 
“the unbalance” in our international payments with 
the rest of the world, has been one of the most 
difficult economic postwar problems. Rightly or 
wrongly, it has been blamed for all sorts of eco- 
nomic disturbances: The incovertibility of foreign 
currencies, the drastic restrictions placed on imports 
from the United States, the spread of barter deals, 
the weakening of monetary reserves, and distress 
borrowing. 

The easing of the dollar shortage has been accom- 
panied by another phenomenon: Distrust in the 
dollar. This distrust has been largely based on the 
belief that the United States may not be able to 
carry out the terrific task of re-arming and propping 
up the free Western World without losing “the hard 
currency character of the dollar,” and without even- 
tually devaluing the dollar in terms of gold. 
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To some people, the dollar 
has been on the skids, going 
the way of the French franc 
and the Greek drachma. A 
high British official, obvi- 
ously anxious to do his bit 
for the restoration of the 
pound sterling’s prestige as 
an international means of ex- 
change, went so far as to 
claim a few weeks ago that 
“only gold and sterling” were 
worthwhile assets offering 
protection. 

This “flight-from-the-dol- 
lar” phychology has been 
largely responsible for the 
rumors of up-valuation of 
the pound sterling and sev- 
eral other currencies, partic- 
ularly after Canada’s surprise 
move. With more dollars be- 
ing offered, and the people 
hesitating to accept them, it 
is not surprising that the dol- 
lar has lost ground in black markets practically all 
over the world, including those behind the Iron 
Curtain. 

Before going into the reasons for the disappear- 
ance of the dollar shortage, and the consequences 
of this development, it may be well to inquire what 
and how large the dollar gap was, and how it was 
met by foreigners. 

Simply and briefly, as most of our readers unques- 
tionably know, the dollar gap is the deficit in the 
payments to be made by foreigners to us in the so- 
called income account, and the payments to be made 
by us to foreigners. Included among the income 
account payments by foreigners to us are above 
all the receipts for our exports, the receipts for 
royalties from our patents, the rentals for our 
moving pictures, and the interest and the dividends 
due to us on our foreign investments. The income 
account payments made by us to foreigners include 
usually the payments for our imports, tourist ex- 
penditures, shipping charges, and the interest and 
dividends due to foreigners on their investments 
in this country. 

How was this deficit or gap, which foreign coun- 
tries were incurring in their international payments 
with us, squared? Generally speaking, it was settled 
in three ways: (1) By foreign countries drawing 
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on their accumulated gold and dollar reserves; (2) 
by our providing dollars to foreigners by means of 
loans and investments, and (3) either by giving 
foreigners the goods needed (relief in occupied 
areas, UNRRA, and lend-lease) or by giving them 
dollars to buy what they needed here (Marshall Aid). 

As will be seen from the accompanying chart, the 
dollar gap or the deficit in the international pay- 
ments of foreign countries with us was at its peak, 
during the second quarter of 1947, when it ran at 
the annual rate of about $13 billion, our export 
surplus accounting for nine-tenths of it. From this 
level, the gap narrowed to an annual rate of about 
$6 billion at the time of the devaluation of currencies 
in September 1949. The greater part of the decline 
up to that time was accounted for by the drastic 
restriction of foreign purchases here (our exports), 
or in other words by negative means. 


What Happened Since Currency Adjustments 


Following the currency adjustments in September 
1949, the dollar gap began to contract steadily, as 
the reader will see from the chart, declining from 
an annual rate of about $6 billion to the present rate 
of $1 billion. With exports and imports practically 
balanced, our earnings from shipping matched by 
similar foreign earnings, and our travel expenditures 
roughly offsetting the royalties and other receipts, 
the only payment that foreigners have to make cur- 
rently is about $1 billion on account of interest and 
dividends due to us. 





























The Trend of Foreign Gold and Dollar Holdings | 
(in millions of dollars) | 
Sept. June Sept. | 
1950 1950 1950 | 
STE ts: 985 1,256 1,789 | 
STERLING AREA | 
London Pool ............ 1,425 2,422 2,756 
ee ee rene | / 192 200- | 
Indep. Gold Holdings ..................... __ 361 361 363 
| er : 1,913 2,977 3,319 
WESTERN EUROPE 
Switzerland ....... _ 2,044 2,159 
Belgium & Luxem. : svivkes, ee 872 
France . , 6711 856! 9501 
Italy ........ 542 549 
Netherlands ssi 374 507 | 
Germany . ee ‘ 148 228 
Portugal ....... ; . 220 213 
Sweden ...... oi 132 184 
Total incl. others 5,538 6,044 
LATIN AMERICA 
Cuba . 913° 950° 
Venezuela : esos] Oe 486 | 
Brazil 462 441 | 
Argentina 389 454 
Mexico 226 283- 
Uruguay 220 255 
Colombia ...... . 100 121 
Chile ccs 101 102 
Total incl. others 3,237 3,464 
ASIA, AFRICA & OTHERS 
Japan .:...:. 161 339 
Indonesia 205 220 
RN oe oy Ba Lc oss aseiiun isn énastecetekins 157 155 
Philippines pvepnipaasusigticentobendssbatsretst sea 291 
Egypt ..... seatisen , ae 11 
Total ... ; 983 1,116 
Grand Total oo... ccceecessenre2,656 14,857 ‘15,8002 | 
1—Gold and foreign exchange holdings of the Bank of France. 
°—Estimated. 











How did all this come about? A goodly share of 
the credit for the decline of the dollar gap—or to put 
it in another way, for the improvement in the 
international payments of foreign countries with us 
—must go to the continuing expansion in production 
abroad, notably in Western Europe, where it has 
been partly financed by us. This has made it possible 
for foreign countries to satisfy their needs to a 
larger degree from domestic sources or from trade 
with one another. 

The widespread currency adjustments in Sep- 
tember 1949 have been another contributory factor. 
There is no doubt that as a result of these adjust- 
ments, the dollar has become somewhat overvalued 
—not seriously to be sure—particularly in terms of 
those countries which, like the pound sterling, may 
have been devalued more than was necessary. As is 
well known, this development has resulted in a ten- 
dency for American merchandise to be displaced by 
goods of devaluing countries in such markets as 
Latin America. “The world is now really feeling in 
earnest the effects of exchange adjustments” wrote 
recently the London “Banker,” and it adds: “A 
study of European trade returns and the most cur- 
sory investigation of such markets as Belgium and 
Switzerland will reveal what a revolution has oc- 
curred over the past year in the distribution of 
imports of both consumer and capital goods. Imports 
from the United States are being increasingly dis- 
placed and in many cases, including the two coun- 
tries mentioned, the substitution is due not to dis- 
crimination but to consideration of prices and 
quality.” 

However, by far the most powerful forces speed- 
ing up the disappearance of the dollar gap have 
been set into motion by the Korean war. The great 
stimulus to economic activity here and the expansion 
of our rearmament and stock-piling programs have 
broadened the dollar market, and made it more 
receptive to imports. In addition, the rise of indus- 
trial raw materials prices has also swollen the 
mounting outlay of dollars for imports. 

And now we come to the most remarkable part 
of the story. While the dollar gap has been rapidly 
dwindling, the flow of funds with which, as it will 
be remembered, the gap was being “squared” in the 
past years, has continued unabated. In fact, it has 
increased. 


New Dollar Investments Abroad 


Take the dollar funds which were normally pro- 
vided through new loans and investments, and which 
in the postwar years averaged about one billion 
dollars a year. As a result of very good investment 
opportunities in such raw material producing coun- 
tries as Canada and Australia, and as a result of 
speculation on foreign currency up-valuations, the 
flow of this type of funds abroad must have at least 
doubled, to an annual rate of $2 billion. Canada alone 
was estimated to have received some $500 million 
of these funds during the last few months. 

Nor has the flow of dollars made available through 
Marshall aid and other programs show any sign of 
dwindling. Currently, the various programs provide 
foreign countries with funds or goods at an annual 
rate of about $4 billion, and the flow promises to be 
even greater when the military assistance to the 
Atlantic Treaty Powers gets into full swing. Thus 
it would seem that currently the flow of dollars made 
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available to foreigners is running at the annual rate 
of about $6 billion when the gap is only about one 
billion dollars, representing the net interest and 
dividend payments due us. 

The maintenance of this high level of giving and 
lending abroad in the face of the dwindling dollar 
gap explains why dollars are getting more plenti- 
ful. Following are some official figures of the De- 
partment of Commerce. During the last quarter of 
1949 (the first quarter after the September 1949 
currency devaluations), foreign countries gained 
some $448 million “through the transactions with 
U.S.” says the Department. In the first and the sec- 
ond quarters of 1950, the “earnings” amounted to 
$455 million and $648 million respectively. 

But in the third quarter of this year, coinciding 
with the first three months of the Korean war, we 
must have poured abroad, according to the best in- 
formed estimate, between $114, and $114 billion more 
dollars than foreign countries needed to make their 
payments to us. The latter figure represents the gain 
to foreign gold and dollar assets at an annual rate 
of $5 to $6 billion. It may be the peak, simply because 
we could not afford to pour out dollars at that rate 
for very long. It would be a sure way of making the 
dollar a soft currency indeed. 


Rise in Gold and Dollar Reserves 


The loss of our gold stock and the rise of foreign 
gold and dollar reserves are but another evidence 
of the shift that has taken place in the pattern of 
our international payments. From the end of Sep- 
tember 1949 to the middle of October 1950, our gold 
stock declined more than $1.4 billion, the loss since 
the outbreak of the Korean war accounting for 
over three-quarters of the amount. However, though 
foreign countries may prefer to keep a larger pro- 
portion of their resources in gold, they apparently 
still prefer to keep their gold in the United States. 
The earmarked gold stocks with Federal Reserve 
Banks have been built to an unprecedented level, 
above $5 billion. 

As will be seen from the accompanying table, the 
gold and dollar resources of principal foreign coun- 
tries rose nearly $2 billion between September 1949, 
the lowest postwar level, and the end of last June. 
Since then, the increase has been estimated at about 
$1.5 billion. In other words, since the September 
devaluations, foreign countries have gained roughly 
$3.5 billion in gold and dollars, some $2.9 billion of 
which was accounted for by their “surpluses” in 
international payments with the United States, and 
the remainder by their retaining their newly pro- 
duced gold. 

As the table shows, the sterling area’s gold and 
dollar pool in London and Canada alone accounted 
for nearly two-thirds of the overall foreign gain 
of some $3.5 billion. The heavy dollar earnings of 
Malaya, Australia, and West Africa have been prin- 
cipally responsible for this gain. 

Other countries showing substantial gains included 
Japan, which has been supplying some of the equip- 
ment needed in the Korean ¢ampaign; Mexico, which 
has profited from capital outflow here; and South 
Africa, the Netherlands, France, Western Germany, 
Sweden, and Indonesia. In Latin America the gains 
have been spotty, heavy earnings of dollars being 
offset in some cases by heavy spending for Ameri- 
can goods in anticipation of shortages and higher 
prices. 
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The “Dollar Gap” — Excess of U.S. Trade and Service 
Transactions with the Rest of the World — 
at Annual Rates by Quarters 


BILLIONS OF DOLLARS 
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Now that the dollar gap has been reduced to an 
annual rate of about $1 billion, covered at least four 
times by the dollars that we are lending or giving 
away, can one reasonably expect that some of the 
obstacles to international trade, attributed to the 
dollar shortage, will be removed? 

The answer may be this: There is no question that 
the way is being paved for the liberalization of ex- 
change controls, the removal of import quotas and 
other obstacles to trade, and the abandonment of 
barter deals among the Western World countries. 
Brazil denounced them recentiy. Insofar as the heavy 
dollar earnings of the sterling area countries and of 
Latin America will be spent on increased purchases 
in this country, they will permit the U.S. exporters 
to regain some of the ground lost during the period 
of excessive scarcity of dollars. Insofar as these 
dollar earnings are spent in Western Europe, they 
are likely to lay the groundwork for a triangular 
pattern of international payments. 

Thus the passing of the dollar shortage should 
encourage the forces working toward the expansion 
of multilateral trading, which means the freedom 
of exporters to sell in any market, and the equal 
freedom of importers to buy in any market. In turn, 
the expansion of multilateral trading brings nearer 
the convertibility of all major Western currencies, 
and of the pound sterling in particular. 


No Quick Return to Convertibility 


It would be foolish to expect all these things to 
happen tomorrow. They may take time, first, because 
many foreign countries are intent on replenishing 
their gold and dollar reserves. Rumor has it, for 
example, that the British are unlikely to consider 
free convertibility until their reserves reach $5 
billion. Second, the demands of rearmament and 
stock-piling programs, when these get going, may 
slow down the process. Nevertheless the foreign coun- 
tries will have to, as the (Please turn to page 144) 
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«* FIVE «+ 
WELL SITUATED 
STOCKS 
offering Good Yields 


By The Magazine of Wall Street Staff 


Nees are rapidly accumulating that while the 
current boom may be extended for quite a while in 
the foreseeable future, considerable uncertainties 
have arisen as to how some industries and their 
components may fare under a defense economy. To 
select stocks that might prove satisfactory by casual 
research examination of prospects has become in- 
creasingly hazardous; hence we have received many 
requests for assistance in making more reliable 
decisions. 

Following careful study, we have selected five 
sound equities with general investment appeal under 
the changing economic conditions. Among our pri- 
mary requirements have been evidence of good man- 
agement, sound finances, a satisfactory earnings 
record, an attractive yield and a promising outlook 
for the medium term. Stocks meeting all of these 
qualifications could be included in the average in- 
vestor’s portfolio with a high degree of confidence, 
especially if acquired with regard to proper timing. 
In other words, a more favorable buying opportunity 
might appear during reactionary periods in the gen- 
eral market. 

For the purposes of our study, we have picked fiv:: 
different industries likely to remain unusually active 
for quite a while, although not in all cases direct 
beneficiaries of the stepped-up military program. For 
the most part, the companies we selected should 
broadly share in the expanded economic activity now 
clearly indicated for the future, and with no conver- 
sion problems to meet. Indirectly, on the other hand, 
all of these companies should experience heightened 
demand because of the Defense Program. On this 
and following pages we present statistical informa- 
tion and brief comments as to the potentials of these 
five firms, as well as charts showing the market 
action of their shares during the past decade, to- 
gether with their annual earnings and dividends. 
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AMERICAN GAS AND ELECTRIC COMPANY 


BUSINESS: A holding company, whose 100% owned subsidiaries operate 
a coordinated electric light and power system serving more than a million 
customers in Ohio, Indiana, Kentucky, Virginia, West Virginia, Michigan 
and Tennessee. 


OUTLOOK: This long established utility, with a record of more than 42 years, 
operates in a region where industrial and population growth has been 
especially notable in the last decade and is expected to continue apace. 
In consequence, both annual volume and net earnings have more than 
doubled since 1939 and the uptrend seems likely to be extended in the 
foreseeable future. The inherent stability of the business, plus evidence of 
efficient management, has enabled American Gas and Electric Company to 
finance a large scale expansion program, estimated at $325 million for 
the 1947/51 period, on very advantageous terms. In the current year 
and in 1951 alone, outlays of $135 million should increase generating 
capacity to a new peak of close to 3 million kilowatts, and looking further 
ahead to steadily rising demand, the company has preliminary plans to 
spend an additional $100 million in 1952-53. The capitalization is con- 
servatively balanced between senior securities and common stock along 
lines characteristic of the soundest utilities. For this reason, the common 
stockholders largely oversubscribed an offering of 498,081 new shares last 
year, at a price of $44.75 a share. Further valuable subscription rights 
should be offered in 1951. To judge from interim reports, the company 
should earn about $4.50 per share in 1950 compared with $4.31 in 1949. 


DIVIDENDS: Payments have been uninterrupted since 1910. Since the 
middle of 1949, a quarterly rate of 75 cents a share has been in effect, 
supplemented late last year by a stock dividend. 
MARKET ACTION: Recent price—51%4 compared with a 1950 range of 
high—55%4, low—4334. The current yield is 5.9%. 


COMPARATIVE BALANCE SHEET ITEMS 
December 31 
94 





1949 Balance 
anaes (000 omitted) 

Cash $ 42,662 $ 51,690 4+$ 9,028 
Receivables 9,484 13,736 { 4,252 
Materials & Supplies 7,234 21,822 4 14,588 
Other Current Assets ; 68 1,182 +- 1,114 
TOTAL CURRENT ASSETS 59,448 88,430 4 28,982 
Fixed Capital 466,601 624,859 + 158,258 
Investments 2,907 34,192 + 31,285 
Other Assets 30,034 6,620 _ 23,414 
i I gle $ 558,990 $ 754,101 +$ 195,111 
— Payable $ 5,589 $ 18,114 +$ 12,525 
ccruals 3,903 4.930 + 1,027 
Accrued Taxes 12,282 26,706 + 14,424 
TOTAL CURRENT LIABILITIES 21,774 49,750 + 27,976 
Reserves eae 91,379 134,754 + 43,375 
“4 Other Liabilities 8,512 26,982 + 18,470 
Funded . Debt 227,388 284,700 + 57,312 
Preferred Stock 98,043 84,753 — 13,290 
* Common Stock . 44,827 49,808 + 4,981 
Surplus A $ 67,067 $ 123,354 + 56,287 
TOTAL LIABILITIES 558,990 754,101 + 195,111 
' . WORKING CAPITAL $ 37,674 $ 38,680 +$ 1,006 

CURRENT RATIO ........... Se eescaete 2.7 1.7 “= 1.0 
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ARMCO STEEL CORPORATION 


BUSINESS: Company is a leading producer of stainless steel and has a large 
capacity for steel sheets, plates, pipe and fabricated items. Operations are 
international in character. 


OUTLOOK: A postwar expansion and modernization program costing al- 
most $100 million by the end of 1949, plus planned outlays of $28 million 
in 1950, have greatly enlarged capacity as well as helped to reduce 
operating costs. Upon completion of new construction involving $35 million 
in the next two years, the company’s rated capacity will swell by an addi- 
tional one million tons to a record high of 4.8 million tons annually. In 
order to expand ore supplies, Armco jointly with Republic Steel plans to 
exploit a huge deposit of taconite ore on the Messabi Range. With the 
automobile industry a heavy customer for steel sheets, demand from other 
sources continuing strong, and the Government already placing sizable 
military orders for other forms of steel, Armco for some time to come is 
assured of all the business it can handle. In the first half of 1950, the 
company operated at 100.9% of rated ingot capacity, enjoyed record sales 
of $204 million and reported net earnings of $6.46 per share compared 
with $4.01 a share in the related span of 1949. Shipments of manufactured 
products amounting to more than 1.4 million tons reached a new high 
mark. Armco is strongly financed, as shown by current assets of $155 million 
on December 31, 1949, compared with current liabilities of $48 million. 
If funded debt of $64.2 million were included, the coverage by current 
assets would exceed $43 million. 


DIVIDENDS: Except in unusually depressed periods, dividends have been 
regularly paid. Quarterly payments were advanced to 75 cents a share from 
6212 cents as of June 15 and there seems room for a liberal year-end extra. 


MARKET ACTION: Recent price—47'4 compared with a 1950 high of 47% 
and a low of 26%. The indicated yield is around 6.2%, without allowing for 
a possible extra dividend in the final quarter. 


COMPARATIVE BALANCE SHEET ITEMS 
December 31 
1940 























1949 Change 

(000 omitted) 
ASSETS 
Cash .$ 15,715 $ 38,784 +$ 23,069 
Marketable Securities ........ : 177 20,323 + 20,146 
Receivables, Net ................00000. ’ 14,265 24,782 + 10,517 
Inventories 34,620 71,355 + 36,735 
TOTAL CURRENT ASSETS . 64,777 155,244 + 90,467 
ROME SR RRUNMRIN ccscbyctsssccaesscdiessiisse 80,800 142,856 + 62,056 
Investments ...... 10,360 13,380 + 3,020 
Other Assets 1,130 3,265 + 2,135 
NIE EES coon co5 obec csctevevksssvatsapsarcsoess $ 157,067 $ 314,745 +$ 157,678 
LIABILITIES 
PROCONNNNG (OURWEMNO 5. oss sscssvcsseviscccessecevense $ 9,133 $ 16,299 +$ 7,166 
Accruals ............... = 41 11,107 ot 8,689 
Accrued Taxes ........0........ 20,626 + 16,870 
TOTAL CURRENT LIABILITIES 48,032 + 32,725 
| SS Se aa een entieeD 4,335 of 2,570 
Other Liabilities 479 + 347 
Funded Debt 64,290 + 54,790 
Preferred Stock 20,000 — 25,000 
Common Stock 39,093 — 
Surplus 138,516 + 124, 892 
TOTAL LIABILITIES $ 314,745 +$ 157, ‘678 
WORKING CAPITAL $ 107,212 +$ 57,742 
WURREIET RATIO: .oss.cccscscssciscsscncssccsseieies 3.2 — 1.0 


NOVEMBER 4, 1950 


CHAMPION PAPER AND FIBRE COMPANY 


BUSINESS: Company is one of the most prominent manufacturers of white 
and book papers. In the production of its pulp requirements, Champion also 
produces many chemical derivatives. 


OUTLOOK: Demand for the specialty papers produced by this concern 
has remained strong throughout 1950, with indications that it will not diminish 
for some time. Volume for the fiscal year ended March 31, 1950, was $84.9 
million, and in the June quarter it was at an annual rate of close to $91 
million. During the past twenty-five years, the management has progressively 
strengthened the company’s trade position, expanded its stature and paved 
the way for increased sales and earnings. Through capital expenditures of 
more than $35 million in postwar, facilities have been enlarged and the 
most modern machinery installed. 400,000 acres of scientifically forested 
land assure ample pulp supplies. To finance these improvements, the reten- 
tion of about 60% of net earnings, a small increase in funded debt and 
the availability of depreciation reserves provided the necessary funds. The 
benefits of this modernization program should be continuously reflected by 
a reduction or stabilization of operating costs. Despite large sums spent for 
physical assets, working capital of $22.8 million has increased more than 
three-fold since 1940. In the same period, net earnings have risen from 
$2.3 million or $1.68 per share to $8.7 million or $7.55 a share in fiscal 
1950. In the June 30, 1950 first quarter of fiscal 1951, volume was 10% 
above the year before and net earnings of $2.32 per share compared with 
$1.71 in the same interval of 1949. 


DIVIDENDS: Since 1916, some dividends have been paid every year. 
Stockholders have received 60 cents per share quarterly since March 1950; 
prior to that, 50 cents was paid. 


MARKET ACTION: Recent price—46 compares with a 1950 range of high— 
462, low—30'2. The indicated yield of 5% could easily be improved. 


COMPARATIVE BALANCE SHEET ITEMS 





April 28 March 31 

1940 1950 Change 
ASSETS (000 omitted) 
Cash & Securities $ 1,566 $ 6,963 +$ 5,397 
Receivables, Net 2,601 7,218 + 4,617 
Inventories 5,026 12,066 4. 7,040 
Other Current Assets 10 1,497 -- 1,487 
TOTAL CURRENT ASSETS 9,203 27,744 + 18,541 
Net Property f 26,582 51,352 + 24,770 
Investments 458 22 _ 436 
Other Assets 2,142 2,078 _ 64 
TOTAL ASSETS $ 38,385 $ 81,196 +$ 42,811 
LIABILITIES 
Accounts icant aoe $ 1,033 $ 2,553 +$ 1,520 
Accruals “sh eee ‘ 1,180 1,754 1 574 
Accrued Taxes 589 623 oe 
TOTAL CURRENT LIABILITIES 2,802 4,930 “h 2,128 
SE 24 3,655 oe 3,631 
Clalit MIG oso occ scccivicece ~~ x cscacs 334 + 334 
PIN ooo csacctaacesecysccascisiaseascve 10,414 16,080 “ 5,666 
Preferred Stock .. 8,779 10,000 - sea” 
= Stock ..... 7,867 7,871 “+ 
[TS eee 8,499 38,326 “ 29,827 
TOFAL LIABILITIES . $ 38,385 $ 81,196 +$ 42,811 
WORKING CAPITAL ....0000.0.0 $ 6,401 $ 22,814 +$ 16,413 
CURRENT RATIO ........ 3.3 5.6 2.3 
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— PULLMAN, INC. PU 
t Price Range — + Price Range 
Sn oe RR 1929 - 1935 — Sleeping Cars 1929 - 1935 
High — 1534 — High —998 
Low -4 — Low —10é 
70 
a 
; : : = 
Funded Debt: $243,016, 705 60 +> 
Shs. $6 n-c Pfd: 186,457 - $100: par : : t —+—] 
—Shs.° Common: 1,357,995 = $100 par - = 
Fiscal Year: Dec.” 31 50 t ul —+—~} 
=S=s==: i = 
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oy t tt i ttt rt) 4 att + =e 
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ui rus : Q 
u ; 2 T | { PULA 
1 : 30 nw I | 
: Gath Ht j — Debt: Kone ———— 
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- e | ae He Fiscal Year: Dec.' 31 =s aoa 
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; PPA GUTT Ut Lis 
fig 
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An 7 10 
prt tgrettet i, eee } 
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zs = ale T T i oe eee | eT a ae = as 
; AA THORN MER PAN TL rs roars jo ae | t 1 I 2 as Sa 
t = EROEN Esme = = es ERE — $38 = aailes 
—— 7 — + — — — 50 t 
1939 1940 | 1941 | 1942 1943 1944 1945 1946 | 1947 | 1948 1949 1950 1939 1940 1941 1942 1943 1944 1945 1946 1947 | 1948 
90 | .43 | 6.95| 17.52] 17.68, 11.98] 7.58 | 4.67 | 10.25] 14.60] 11.01 tani{"1.05 [1.96 | 3.31 | 2.87 | 2.52 [3.99 | 4.30 .64 | 2.38 | 3.18 
= Se esas Ses = | Intend. - ow." 1.00 | 1.50 | 2.50 | 3.00 | 3.00| 3.00] 3.00 | 3.00 3.00 | 2.00 
13.6 | 7.6 | 19.5| 31.3 | 30.1 | 31.3 | 50.5 | nelws Lae! gop $mill| 70.6 | 75.8 | 75.4 | 87.3 | 99.7] 96.8| 166.0] 168.1] 129.0 | 124.0 











ILLINOIS CENTRAL RAILROAD 


BUSINESS: Company operates a 6500 mile system from Chicago to New 
Orleans, with branches that reach many important centers in states located 
in the Mississippi River area. 


OUTLOOK: Illinois Central has emerged from a period of long rehabilita- 
tion into a new era marked with sound finances, excellent physical condi- 
tion and very satisfactory earning power. By the end of 1949, a total of 
more than $202 million had been spent on improvements since 1930, funded 
debt was reduced by $142.8 million, fixed charges were cut by $7.5 million 
annually and cash resources increased by $72.9 million. Such a strong 
treasury position should comfortably permit retirement of $27 million ma- 
turing debt in 1951, and substantial amounts of relatively early maturities 
may be converted into the newly authorized consolidated bonds due at 
much longer dates. A spokesman for the company has estimated that net 
earnings in the current year would be around $18 million or approximately 
$12.60 cents a share on the common stock. Net income in 1949 was equal 
to $11.01 per share after allowing for sinking fund appropriations and 
preferred dividends. The territory served is experiencing prosperity corre- 
sponding to its growth in population and industrial expansion, and while 
coal constitutes a major traffic item for Illinois Central, the road is in a 
position to haul large quantities of farm products and industrial goods of 
every description. With modernized equipment and a favorable strategic 
position, the company’s future earnings potentials seem bright. 


DIVIDENDS: After a lapse of 19 years, dividends have been resumed in 
1950 at a conservative annual rate of $3 per share. The management is 
confident that court action brought by a preferred stockholder to clear up 
arrears in some former years will prove futile. 


MARKET ACTION: Recent price—50% compared with a 1950 high of 5214 
and a low of 3414. The current yield is 5.9%. 


COMPARATIVE BALANCE SHEET ITEMS 


December 31 


949 Change 
ASSETS (000 omitted) 
Cash $ 82,979 $ 77,380 —$ 5,599 
Receivables 13,568 15,648 4 2,080 
Materials & Supplies . 16,509 17,512 + 1,003 
Other Current Assets 519 376 -- 143 
TOTAL CURRENT ASSETS 113,575 110,916 2,659 
Investment in Road & Equip., Net 511,931 512,324 oe 393 
Other Investments 13,515 14,297 a 782 
Other Assets . 5,650 10,206 te 4,556 
TOTAL ASSETS $ 644,671 $ 647,743 +$ 3,072 
LIABILITIES 
Accounts Payable $ 19,974 $ 24,913 +$ 4,939 
Accruals 5,374 4,489 - 885 
Accrued Taxes 37,682 35,194 _ 2,488 
TOTAL CURRENT LIABILITIES 63,030 64,596 4+ 1,566 
Reserves \ 4,109 _ 4,109 
Unadjusted Credits 22,382 17,759 4,623 
Other Liabilities 12,463 10,819 — 1,644 
Funded Debt ‘ 256,818 238,672 — 18,146 
Preferred Stock 18,646 18,646 feos 
Common Stock . otc | ee 135,799 ; 
Surplus ‘ sissvldoMe dave 131,424 161,452 + 30,028 
TOTAL LIABILITIES : $ 644,671 $ 647,743 +$ 3,072 
WORKING CAPITAL $ 50,545 $ 46,320 —$ 4,225 
CURRENT RATIO aes 1.8 1.7 ~- a | 
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PULLMAN, INC. 


BUSINESS: Company is the world’s largest builder of railway cars through 
its subsidiary, Pullman-Standard Manufacturing Company, attaining diver- 
sification through the M. W. Kellog Company, an important engineering 
and construction firm. 


OUTLOOK: Pullman is well situated to share in the recovery of the railway 
equipment industry from its highly depressed status of last year. The ar- 
rangement made with the Equitable Life Assurance Society, whereby the 
latter company will purchase large quantities of new cars and lease them 
to the railroads, with Pullman participating to the extent of 20% in the 
purchase price, promises to stabilize volume at a more satisfactory level 
for some time to come. Additionally, this program will provide a profitable 
outlet for Pullman’s over-abundant working capital, reported as $117 million 
on June 30, 1950. At midyear, 1950, Pullman-Standard had unfilled orders 
for 16,000 freight cars, double the number three months earlier, and since 
then more large orders have been received. Although strikes hampered 
operations at times in the first half year, the company reported net earnings 
of $1.95 per share, based on tax rates prior to the new Law. In the same 
interval of 1949, $1.56 a share was earned on a slightly larger number 
of shares. Second half earnings should show a considerable spurt. Pullman's 
broad experience in manufacturing large quantities of military equipment 
in World War II, should logically enable it to handle a substantial amount 
of similar business in connection with the Defense Program. A progressive 
reduction of more than 40% in the number of common shares outstanding 
during eight years enhances the earnings potentials of the approximate 
2.2 million shares now left. 


DIVIDENDS: Stockholders have received dividends regularly since 1867. 
Strong finances and improved earnings should stabilize quarterly dividends 
of 50 cents per share, and increased liberality has just been expressed by 
declaration of a $2 extra payable December 9, 1950. 


MARKET ACTION: Recent price—48 was the high for 1950 and compares 
with a low of 3134. The current yield is 8.3%. 


COMPARATIVE BALANCE SHEET ITEMS 
December 31 June 30 
194) 1950 Change 
(000 omitted) 





ASSETS 

Cash $ 19,393 $ 27,620 +$ 8,227 
Marketable Securities 17,378 52,629 a 35,251 
Receivables, Net 26,814 15,388 — 11,426 
Inventories e anes 92,395 35,342 — 57,053 
Other Current Assets 624 2,417 + 1,793 
TOTAL CURRENT ASSETS 156,604 133,396 — 23,208 
Net Property Pe Tet 33,510 28,630 — 4,880 
Investments : oc othe 892 122 — 770 
Other Assets 5,543 7,624 + 2,081 
TOTAL ASSETS $ 196,549 $ 169,772 —$ 26,777 
LIABILITIES 

Accounts Payable $ 18,820 $ 11,060 —$ 7,760 
Accrued Taxes inate: 5,728 5,284 — 444 
Accruals ; 3,052 — $3,052 
TOTAL CURRENT LIABILITIES 27,600 16,344 — 11,256 
Reserves ... ee 14,192 11,266 — 2,926 
Other Liabilities 20,569 16,032 — 4,537 
Capital Stock 106,337 87,680 — 18,657 
Surplus : } 27,851 38,450 + 10,599 
TOTAL LIABILITIES . . $ 196,549 . $ 169,772 4$ 26,777 
WORKING CAPITAL ......... secisteseesss gy Na OOS $ 117,052 —$ 11,952 
I IN sue siceseacecdsscsievinsvasassusaes 5.6 8.1 + 2.5 
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Re-Appraising the... 
OIL Industry : 


Under Defense Economy 


By GEORGE L. MERTON 


~ 
a industrial stock groups offer the combina- 
tion of attractions to be found in oils. It is not sur- 
prising, therefore, to find petroleum stocks com- 
manding ever increasing popularity as investments 
regardless of whether economic trends point toward 
peace or war. Just as bridge players are prone to 
follow the adage, ‘“‘When in doubt lead trumps,” so 
investors under current unsettled conditions fre- 
quently resolve their doubts by buying oil shares. 
Before examining recent developments as they 
affect the industry as well as individual companies, 
it may be well to review the several factors that give 
these stocks particular appeal. Favorable factors in- 
clude: (1) Strong uptrend in consumption of petro- 
leum products, notably gasoline and heating oils; 
(2) inflation hedge afforded by large underground 
reserves of proven production as well as mineral 
rights and acreage; (3) peculiar tax advantages af- 
forded by allowance for depletion of reserves, (4) 
relatively low labor costs, (5) high rate of cash in- 
come resulting from depletion allowances that per- 
mits reinvestment in additional properties and (6) 
continually improving competitive position of in- 
dustry in chemicals as well as a source of fuel. 
With moderate and short-lived interruptions, con- 
sumption of petroleum products has shown constant 
growth for several decades—especially immediately 
after World War I when sales of automobiles ex- 
perienced spectacular gains. Demand has expanded 
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to provide gasoline for a greatly enlarged motor car 
population as well as to supply rapidly increasing 
heating requirements and many new industrial 
needs. It is unnecessary to dwell at length in this 
discussion on the importance for the oil industry of 
the record-breaking increase this year in residential 
construction and the sharp rise in production of 
synthetic rubber for war needs. Virtually all new 
houses are equipped with furnaces or other heating 
equipment designed to use regular heating oil or 
some other petroleum product. These developments, 
among other things, point to the likelihood that oil 
consumption this year may rise 15 to 20 per cent 
over 1949. 

Domestic output promises to establish a new all- 
time high this year at probably more than double the 
1936 production of 1,099 million barrels and ten 
times the annual volume in the first half of the 
second decade in this century just prior to World 
War I. It may be well to consider the extent of 
growth in this industry since the first well was dis- 
covered 91 years ago at Titusville, Pa. It is little 
wonder that the oil industry has prospered because 
it has contributed so much to the rise in living 
standards. 


The Amazing Growth Trend of Petroleum 


We are able to appreciate what petroleum means 
in sustaining the economy today, but we are apt to 
forget how important it has been in the last half 
century. There seems little doubt, for example, that 
man has done more toward improvement of living 
standards since the discovery of oil in 1859 than in 
all the previous centuries of recorded time. Progress 
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Comprehensive Statistics Analyzing 








Atlantic Cities Continental Gulf Ohio Phillips 
Figures are in millions except where otherwise stated. Refining Service Oil Oil oil Petroleum 
CAPITALIZATION: : 
Long Term Debt, Stated Value............0..0000....ceceeee $34.5 $423.9 $1.4 S109 hasan $111.7 
Preferred Stocks, Stated Value $50.0 $29.1° ; i) > “mas 
Common Shares, (000 omitted) 2,660 3,702 4,823 11,345 6,563 6,048 
Total Capitalization . re $151.0 $490.0 $25.8 $473.5 $98.7 $320.6 
Estimated Proven Reserves (million bbls.)!................. 500 350 500 1,300 550 750 
INCOME ACCOUNT: For Fiscal Year Ended .................... 12/31/49 12/31/49 12/31/49 12/31/49 12/31/49 12/31/49 
Net Sales or Gross Operating Income $446.4 $582.5 $315.2 $969.5 $165.5 $486.4 
Depletion, Amortization, etc. Bs $15.6 $1.4 eae $1.4 9.4 
Depreciation, Retirements, etc. oe. $5.5 $43.7 $12.7 $52.2 $10.0 $26.5 
Intangible Development Costs, Losses on Leases, etc. $5.3 $19.2 $46.0 $7.8 $11.7 
Income Taxes ... LY, glee rasta ap! oe - $5.8 $37.8 $10.3 $19.9 $8.5 $16.0 
Net Available for Interest Seer $28.3 $76.0 $45.0  ————aaseeese a $47.5 
Interest (Bonds and Long Debf)...............0.0.000.0.0oen.. $1.1 3 | es ten '\ i hoc ree $3.0 
Preferred Dividend Requirements : $1.9 cata Se aries Medi 
Balance for Common $25.2 $55.0 $36.0 $93.4 $33.6 $44.5 
Operating Margin . eee BM = = sae 20.3% 17.0% 29.1% 14.2% 
Net Profit Margin.......................... pmoisctepi alan, Serer 6.1% 9.4% 11.4% 9.5% 20.3% 9.1% 
Percent Earned on Invested Capital 9.2% 16.8% 15.8% 33.0% 17.4% 10.7% 
Earned Per Common Share ......... $9.51 $14.87 $7.48 8.89 $5.13 $7.36 
Current Price of Common............... : $62.00 $86.00 $78.00 $80.00 $40.00 $76.00 
Dividends 1949 0. ata $2.00 $3.50 $4.00 $3.75 $2.30 $3.00 
Dividends 1950 (Estimated) 3.50 4.00 4.00 4.00 2.50 3.50 
Dividend Yield’ ; 5.6% 4.6% 5.1% 4.6% 6.2% 4.6% 

6 mos. 6 mos. 6 mos. 9 mos. 6 mos. 9 mos. 
INTERIM REPORTS: 6/30/50 6/30/50 6/30/50 9/30/50 6/30/50 9/30/50 
Net Sales or Gross Operating Income ... $222.8 $323.7 $161.1 ses $91.0 $379.8 
Pre-Tax Margin PER ete ent ee wees: 15.3%4 : 13.3% make 25.2% 13.1% 
Net Income SL ee ee entrees ORO ts ll Mee ee aoe $17.6 $27.5 $17.1 $83.2 $17.5 $35.8 
Net Profit Margin pees ries 7.9% 8.5% nr oPPe 19.2% 9.4% 
Earned Per Common Share $6.28 $7.45 $3.55 $7.33 $2.67 $5.92 
BALANCE SHEET: As of SSebshdhedsavbanebcreetteasseniebsaion vere 12/31/49 12/31/49 12/31/49 12/31/49 12/31/49 12/31/49 
Cash Assets or Equivalent. 0 ccccceeeeeeees $26.9 $160.1 $37.9 $118.3 $22.3 $51.5 
inventories, Net $65.0 $78.3 $35.2 $146.1 $25.5 $64.5 
me RII 38 ct 555551 cused yovnvaiet se Poasnededtetaiveaeaeets $29.0 $45.7 $25.1 $83.4 $15.1 $39.6 
SN oo Sac opos ncis ducer weeasnss opevbtoopenees bbapeyersaenaapesey $121.4 $284.2 $98.4 $347.9 $73.0 $155.6 
Current Liabilities Sains ” —_ $66.7 $108.7 $41.3 $142.1 $20.9 $68.3 
Net Current Assets . seeaie auteawa sus der tadens $54.7 $175.5 $57.1 $205.8 $52.1 $87.3 
Fixed Assets, Net . by ccssed $271.8 611.9 $152.6 $693.6 $121.0 $429.9 
NNR neg Ati ny ataveee $406.0 $946.3 $271.2 $1,215.8 $213.5 $607.2 
emcee Feeney Pr IA 5 on ih ivccae sececcoebonedsetiees $92.47 $88.43 $47.00 $73.70 $29.30 $60.87 
Net Current Asset Value Per Share” petty = haere $11.52 $1.40 i a eae 
Cash Asset Value Per Share $10.00 $43.20 $7.87 $10.35 $4.92 $8.52 
Estimated Proven Reserves Per Share (million bbls.) 188 95 104 115 84 120 
Current Ratio ........ ss ie Sia Se 1.8 2.6 2.3 2.4 3.5 aa 





(1) Latest estimates available. 
(2) After deducting senior obligations. 
(3) Based on estimated 1950 dividends. 











in worker productivity has been phenomenal. Where- 
as men and animals accounted for substantially all 
energy produced a century ago, now more than 90 
per cent is supplied by machines which enable the 
worker to manufacture goods valued at an average 
of perhaps $1.50 an hour, or five times that produced 
before we had oil. 

Principal products of petroleum for the first half 
century of its history were kerosene used in lamps 
and “black oil” for making lubricants. Now it is esti- 
mated more than 1,200 different items are derived 
from a petroleum base—including besides gasoline 
such products as synthetic rubber, roofing and pav- 
ing materials, industrial alcohols, plastics, solvents, 
medicines, dyes, cosmetics and insecticides. 

Expansion in other fields of endeavor attained as 
a result of petroleum’s growth is worth mentioning, 
for it suggests the importance of the industry and 
its potentials for the future. It should be noted, for 
example, that hundreds of thousands of persons have 


gained a livelihood indirectly from the oil industry, 
not to mention perhaps two million directly employed 
in production and marketing of its products. Oil now 
is being produced in about 440,000 wells in twenty- 
six states at a rate of more than 5.8 million barrels 
a day. The industry has discovered an estimated total 
of more than 27 billion barrels of proved reserves in 
this country and much more than that elsewhere in 
the world. So important have been recent discoveries 
in research laboratories that the rate of progress in 
post-war years appears likely to gain momentum. 

This growth factor is important as a measurement 
of security values, for it suggests that the oil indus- 
try by no means has reached maturity and that ag- 
gressively managed companies may be expected to 
participate in varying degrees in the prospective ex- 
pansion. Other things being equal, a promising 
growth potential is a vital consideration in selection 
of investments. 

As an aid to future progress, the generous deple- 
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Position of Leading Oil Companies 




















Standard Standard Standard Tidewater 
Pure Shell Skelly Socony- Oil of Oil of Oil of Texas Associated Union 
Oil Oil Oil Vacuum California Indiana New Jersey Company Oil Oil 
$24.7 $120.6 $14.0 $174.5 $140.2 $286.8 $475.7 $180.1 $.5 $79.4 
S442 aw : : : ere $24.0 
3,982 13,470 1,306 32,802 14,336 15,284 30,183 13,787 6,385 5,266 
$71.5 $322.6 $33.5 665.1 $498.6 $704.6 $1,230.294 $524.3 $65.3 $235.0 
450 900 225 2,935 3,900 1,000 7,500 4,100 508 588 
12/31/49 12/31/49 12/31/49 12/31/49 12/31/49 12/31/49 12/31/49 12/31/49 12/31/49 12/31/49 
$263.3 $816.4 $163.5 $1,226.6 $742.5 $1,158.1 $2,891.9 $1,077.2 $355.3 $200.3 
ee 7.2 7 $42.6 ie $36.6 ae $13.1 a, 
$16.5 $41.2 $13.4 $42.2 $75.7 $43.9 $184.2 $46.1 $25.0 $24.9 
CCCI a tn) SOUR ee, $32.9 $.8 
$5.3 $25.3 $5.8 $17.7 $43.1 $31.9 $115.0 $20.6 $6.7 $2.1 
$33.0 $79.4 $26.5 $102.9 $140.8 $457.9 $137.6 $34.2 $23.1 
$.7 $3.0 $.3 $4.6 $3.0 $6.8 $9.8 $3.7 $1.7 
SA ie Ps iene a axe $.6 $.9 
$24.7 $76.4 $26.1 $98.3 $137.8 $102.6 $268.3 $132.7 $26.8 $19.4 
11.9% 15.4% 20.0% 11.4% 24.7% 14.7% 14.3% 15.3% 9.4% 12.4% 
10.0% 9.3% 16.0% 8.0% 18.5% 8.6% 9.3% 12.3% 7.8% 10.1% 
11.0% 18.4% 17.7% 9.0% 15.4% 9.4% 11.5% 12.8% 11.0% 8.8% 
$6.22 $5.67 $10.02 $3.09 $10.10 $6.72 $8.91 $9.63 $4.20 $3.69 
$44.00 $54.00 $65.00 $24.00 $75.00 $58.00 $86.00 $75.00 $32.00 $31.00 
$2.00 $3.00 $2.39 $1.10 $4.00 $2.00 $4.00 $3.75 $1.60 $2.37 
2.25 3.25 2.50 1.10 4.00 2.50 4.50 4.00 1.60 2.00 
5.1% 6.0% 3.8% 4.5% 5.3% 4.3% 5.3% 5.3% 5.0% 6.4% 
6 mos. 9 mos. 6 mos. 9 mos 6 mos. 6 mos. 6 mos. 6 mos. 6 mos. 6 mos. 
6/30/50 9/30/50 6/30/50 9/30/50 6/30/50 6/30/50 6/30/50 6/30/50 6/30/50 6/30/50 
$138.2 $658.4 Seen) SP ee $368.8 $602.9 cizseuce. «= LS emma $171.1 $102.1 
11.2% 14.0% ee 22.1% Wee or? th oe 10.6% 6.4% 
$12.5 $62.7 $11.6 $83.0 $60.4 $52.4 $159.0 $54.3 $14.7 $5.3 
9.0% 9.5% 14.7% 16.4% ll eae oe 8.6% 5.2% 
$2.87 $4.65 $4.47 $2.61 $4.21 $3.43 $5.27 $3.94 $2.25 $.94 
12/31/49 12/31/49 = 12/31/49 12/31/49 12/31/49 12/31/49 12/31/49 12/31/49 6/30/50 6/30/50 
$26.9 $73.0 $10.9 $81.2 $167.9 $148.3 $553.4 $153.9 $24.9 $31.4 
$39.1 $112.5 $17.7 $248.1 $93.4 $176.3 $421.9 $198.8 $49.0 $25.5 
$18.3 $66.9 $11.6 $112.3 $80.0 $84.4 $271.1 $90.8 $24.2 $25.2 
qQ $84.5 $255.4 $40.4 $441.9 $341.4 $409.2 $1,246.6 $443.5 $98.2 $82.2 
$26.2 $109.0 $20.6 $156.6 $103.6 $145.0 $399.4 $122.3 $33.3 $29.8 
$58.3 $146.4 $19.8 $285.3 $237.8 $264.2 $847.2 $321.2 $64.9 $52.4 
$196.0 $343.9 $140.4 $771.3 $772.7 $1,022.4 $2,085.7 $742.0 $174.9 $249.2 
$289.2 $643.5 $182.9 $1,472.3 $1,157.7 $1,550.8 $3,816.0 $1,368.1 $284.2 $348.8 
$46.16 $30.72 $113.15 $33.10 $62.23 $70.80 $80.88 $74.73 $38.85 $40.84 
scecoaes $1.90 $4.44 $3.34 $6.80 SoeSey $12.40 $10.09 
$6.73 $5.42 $8.41 $2.51 $11.70 $9.70 $18.40 $11.10 $3.90 $5.97 
110 67 210 89 290 62 250 295 79 110 
3.2 2.3 2.0 2.8 3.2 2.7 3.1 3.6 2.9 2.7 
(4) Operating margin. 
(5) Estimated. 
tion allowance provided by tax legislation is espe- coming more valuable in reflecting inflationary 


cially important. This factor often is overlooked by 
many investors in comparing stecks in this industry 
with those lacking such benefits. Because, in theory 
at least, oil and gas reserves are depleted as supplies 
are produced and marketed, producers are permitted 
to deduct 2714 per cent of gross operating income 
from crude oil production (provided such deduction 
does not exceed 50 per cent of operating income) in 
determining earnings subject to prevailing corporate’ 
tax rates. In addition, these companies are per- 
mitted to charge cost of certain intangibles to ex- 
pense, thereby lowering net operating income. Thus 
it is apparent that tax liabilities of oil companies 
cannot increase in direct proportion to higher normal 
federal taxes. 

Such a sizable cash income before taxes enables 
petroleum companies to pursue an aggressive ex- 
pansion prugram in developing additional reserves. 
Because underground resources are continually be- 
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monetary policies, shares of oil companies long have 
had wide appeal for investors seeking a hedge 
against inflation. Basis for the belief that oil in the 
ground is a logical hedge against dollar depreciation 
is found in the fact that crude oil prices have been 
rising since 1939 in reflecting a general advance in 
the level of commodities and other things that money 
will buy. 

Oil prices dropped from 1925-26, chiefly as a con- 
sequence of boom production encouraged by wildcat 
drilling and improvement in technological factors, 
to low points of the depression about 1933 when an 
average of 62 cents a barrel for mid-continent crude 
prevailed. A slow recovery followed until prices 
averaged $1.02 a barrel in 1939. Since that time 
(except under O.P.A. ceiling limitations) quotations 
have been strengthening. The price level has held at 
$2.57 a barrel since 1947 and currently shows some 
indications of advancing (Please turn to page 144) 
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i a most rapidly growing big business in the 
economy, the national gas industry, has maintained 
vigorous progress in the current year, with strong 
indications of a major expansion yet to come. Retail 
sales of natural gas in 1950 will likely establish 
an historic peak of more than one billion dollars, but 
even so, the available markets will have been barely 
more than tapped. In the circumstances, it is hardly 
a surprise that speculative interest in natural gas 
shares has intensified. 


Aside from current and past statistical evidence 
of successful experience, the future expectancies of 
this growing industry can be appraised with unusual 
dependability because of numerous unique factors 
not shared by other forms of enterprise. As to price, 
quality and convenience, natural gas has an out- 
standing advantage over competing fuels. The de- 
mand horizon, accordingly, seems almost unlimited. 

A well assured supply for decades to come forti- 
fies production potentials, thus leaving transmission 
and distribution problems as the main consideration. 
With wholesale contracts between producers, pipe- 
lines and many large utilities often based on 20 year 
terms with predetermined prices, and with wage 


factors a minor influence, it is logical to project un- . 


usually stable operations by well established concerns. 

The foregoing operating advantages have enabled 
the natural gas industry to raise new capital on an un- 
precedented scale in order to eliminate gradually the 
handicap of inadequate transmission facilities 
through pipeline construction. Through outlays of 
more than $3 billion in about five years, total pipe- 
lines now stretch from the rich oil and gas fields of 
the Southwest and Midwest for a total of 282,000 
miles. More than 13 million customers are now using 
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os oe Dynamic.... 


NATURAL GAS 


INDUSTRY 


By EDWIN A. BARNES 


natural gas in all regions of the United States, 
except the New England states, the Pacific North- 
west and a few of the South Atlantic states, and 
plans are forming to provide virtually full coverage 
over the medium term. Within the next two or three 
years, the industry expects to spend an additional 
$2 billion to extend its pipelines on projects already 
started or when the Federal Power Commission de- 
cides which competing companies shall do the work. 


Although for three decades past, the use of natural 
gas has about doubled in each period, the rate of 
gain has been especially significant since 1940. In 
contrast to consumption of about 800 billion cubic 
feet in 1920, 1.9 trillion cf in 1930 and 2.7 trillion 
cf in 1940, the yearly amount soared to 6.2 trillion 
cf in 1949 and continued to rise in the current year. 
By 1952 it is estimated that consumption may reach 
more than 9 trillion cubic feet. These gains reflect 
the broad scope of new pipeline construction, since 
natural gas cannot be economically transported by 
rail, ships or trucks. 

Even more impressive than present consumption 
figures has been the vast increase in available gas 
supplies. Whereas a quarter of a century ago, proven 
reserves amounted to only 23 trillion cubic feet, by 
the end of 1949 they had risen to an estimated stag- 
gering total of 180.4 trillion. At present record rate 
of consumption, accordingly, the supply would last 
for almost 30 years, without allowing for future dis- 
coveries that are bound to be substantial. 


Important Adjunct to Oil Development 


In the vast scramble to develop new oil sources 
in postwar, tens of thousands of wells have been 
brought in that produce only gas, the material that 
was formerly considered as being mainly waste. Now, 
however, only about a third of production is not 
used for fuel, and quantities utilized for repressuri- 
zing wells leave only around 18% for wastage. While 
all the oil operators derive considerable natural gas 
from their crude oil wells also, the bulk now stems 
from gas wells both on land and underseas. 


Consumption of gas in the regions where it comes 
from the ground has increased so rapidly, especially 
in the booming southwestern states, that it has thus 
far accounted for about 65% of total sales, with 
85% going through hundreds of miles of pipelines 
to more distant points. Henceforth, though, the per- 
centage shipped in interstate traffic will substantially 
expand. This is important since the Federal Power 
Commission controls the interstate business to a 
considerable degree, limiting earnings to 6% on in- 
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vested capital, while a number of state 





Pe 3 
authorities control the amount of natural — 


gas produced and in some cases establish 
minimum prices at the well. 
Heretofore, the FPC has been given no 
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regulatory power over the independent wen 


producers, but pressure from politicians 
on Congress to effect such controls has 
been heavy and eventually may prove 
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successful. The profitable employment of | 2.000 
such huge amounts of investment capital 
as the natural gas industry requires en- 
ters this controversy with considerable 
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weight. Additionally, the FPC is showing | 1,s00 
signs of obstruction in regard to the use 
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of natural gas for boiler consumption, YT 

both as a conservation measure and due 

to the continued inroads that this fuel | ,ooo ~ 

is making on coal and oil. Since about a era N 

million industrial and commercial cus- con aasene ee eatemes < NA 

tomers are now spending almost $400 REVENUES WS TAA 

million annually for natural gas, any re- eee < aks NS 

striction on this lush market would be q ‘ KAN 

disconcerting to the industry. 300 NX A WA NX ASKS NS XN NNN 
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price factors create the main problems 








for this dynamic industry. Under current 

conditions and on a basis of thermal units, natural 
gas has a marked advantage over coal and oil price- 
wise, but whether it can permanently hold this posi- 
tion will hinge mainly on transportation costs. Since 
some of the new pipelines are costing as much as 
$100,000 per mile to construct and gas is being car- 
ried for more than 1500 miles, the transportation 
charge after allowing for depreciation and a reason- 
able return is all out of relation to the basic cost at 
the well-head. 

This factor creates many complications for some 
producers, due to the 6% return allowed on original 
costs. Under’ this rigid restriction, some operators 
can charge only a few cents per thousand feet for 
their gas, others twice as much, and if they buy their 
gas from outsiders they can charge very much more, 
in each case applying mainly to the integrated 
natural gas companies. 

Despite of this, however, both producers and pipe- 


line operators are giving an excellent account of 
themselves. On the appended tabulation we list a 
dozen of the leading concerns in the industry. It 
will be noticed that quite a number of these com- 
panies experienced slightly lower earnings in 1949 
than a year before, attributable in some cases to a 
diversified output of petroleum products on which 
lower prices prevailed, as well as to heavily increased 
interest charges on funds borrowed for new con- 
struction. To judge from 1950 interim reports, how- 
ever, volume has increased markedly, and the trend 
of earnings has been quite generally upward, in a 
few instances substantially so. 

Aggressive expansion is being pushed by El Paso 
Natural Gas Company and was reflected last year 
by a 30% gain in operating revenues over 1948. For 
the first time in many years, though, net earnings 
were conversely reduced. Higher prices paid for gas 
and a decline in prices (Please turn to page 147) 


























Statistical Summary of Natural Gas Companies 
——Operating Revenues—— ———Net Per Share——— Div. Estimated Yield* Recent 1950 
$ million 1949 Div. Div. Price Price Range 
Ist Half 1st Half 1950 
1948 1949 1950 1948 1949 1950 
American Natural Gas $ 51.0 $ 59.0 $ 83.6! $ .60 $1.57 $2.17! $1.20 $1.30 4.5% 2854 33%-237% 
Arkansas Natural Gas ‘’A” 114.8 114.6 _ 1.44 1.26 _ .60 .60 4.8 12% 1254- 8% 
Columbia Gas System 120.1 123.8 85.9 1.14 84 90 71 PF 2 5.8 12% 14%-11 
Consolidated Natural Gas 103.2 106.8 75.5 3.79 Bho 4.27 2.00 2.25 4.8 46% 47%4-40Ve 
El Paso Natural Gas .. P 21.7 28.2 17.4 2.34 1.92 1.02 1.20 1.20 4.9 24% 285-213 
Lone Star Gas .... : Sune 4G 47.7 27.6 2.27 1.79 1.57 1.20 1.20 47 25% 28%-22 
Northern Natural Gas .. 26.8 29.2 16.5 3.42 2.73 1.40 1.80 1.80 5.6 31% 39%-2812 
Oklahoma Natural Gas Roe x OOS 20.3 20.61 3.42 3.38 3.00! 1.87 1.87 6.1 30% 3712-27 
Pacific Lighting crete vets 95.3 102.8 107.42 3.96 2.86 3.92" 3.00 3.00 5.7 52% 5558-48 
Panhandle Eastern Pipe Line 34.1 36.4 20.1 2:35 2.54 1.36 1.624 2.00 47 42% 49%4-342 
Southern Natural Gas ............. QF 32.0 35.6° 315 327 3.878 2.00 a5 5.8 362 40 -30% 
nite Gas: CONE. 566 e. 2. cesssccacdevesieess 92.3 92.3 53.4 V71 1.43 92 1.00 1.00 $2 19 19%-147% 
*—Based on estimated 1950 dividend. 3—12 months ended Sept. 30, 1950. 
1_12 months ended Aug. 31, 1950. 4_Plus stock. 
2_12 months ended June 30, 1950. 














NOVEMBER 4, 1950° 


129 








pon Armee 


x a 


The Comeback of..... 
WESTERN UNION 


By H. S. COFFIN 


Aitter several years of struggle to overcome 
serious operating handicaps, the Western Union 
Telegraph Company has finally turned the corner, 
and to judge from progress in 1950 may once more be 
on the way to satisfactory earning power. In notable 
reflection of the improvement, share prices of this 
old-established communications company have more 
than doubled in the current year and are three times 
their 1949 low. 


Early in postwar, Western Union was a $340 mil- 
lion giant with telegraph circuits sprawling over 
more than 1.5 million miles in the United States, 
and operating ten transocean cable lines. The com- 
pany was, and still is, one of the last major telegraph 
systems in the world under private ownership, but 
unlike most industrial enterprises, practically all of 
its operations are under Government control or those 
of state regulatory bodies. Despite its size, though, 
Western Union is no monopoly, since at home it has 
to compete with subsidized and tax-free airmail, long 
distance telephone service and related telegraph 
operations, as well as Federal communication sys- 
tems, while thirteen competitive cable systems vie for 
traffic to foreign countries. 


With the price of its services entirely determined 
by outsiders, and more than 60,000 employees on the 
payroll to handle the transmission, relaying and de- 
livery of telegrams, operating margins were very 
difficult to control. In the circumstances, a Govern- 
ment-imposed wage increase involving $31 million 
back payments and an annual rise of $60 million in 
labor costs came as a severe shock in 1946. Fortu- 
nately enough, the company at the end of 1945 had 
substantial liquid resources consisting of almost $70 












Electrical “brain” in Western Union‘’s new 
$2,000,000 automatic switching center in Boston, 
the first of its kind installed anywhere in the 
world, speeds telegrams from all New England 
to the rest of the nation without manual 
retransmission. 


million cash and marketable securities, or it would 
have been impossible to meet such heavily increased 
costs. But aside from the wage factor, Western Union 
had to meet substantial interest charges on $96 mil- 
lion of bonded debt. To cap the climax, the Govern- 
ment imposed a 25% excise tax on telegraph mes- 
sages compared with only 15% on long distance tele- 
phone calls, while airmail letters were left tax-free. 
Due to this competitive handicap, the company’s 
gross revenues shrank progressively in the 1947-49 
period, exerting severe pressure on operating margins. 


Large-Scale Mechanization of Operations 


Faced with all these major problems, Western 
Union decided that the only ‘way to surmount them 
would be to mechanize operations on an unprece- 
dented scale, aggressively promote the development 
of improved services, reduce annual interest charges 
and to effect economy moves in every possible man- 
ner. In the course of this program, the company was 
forced to operate with substantial deficits in both 
1948 and 1949, but at long last the fruits of heavy 
outlays for improvements, together with numerous 
cost-savings, have begun to appear with the stepped- 
up traffic in the wake of the Korean emergency and 
the resultant defense program further aiding the 
recovery trend. 


Since telegraph service is a prime essential in 
modern business and social life, not to mention its 
paramount role in the military sphere, it has become 
increasingly apparent that Washington recognizes 
the need for soundly sustaining the operations of 
Western Union so that they can be fully coordinated, 
streamlined and finally adjusted to permit both 
profitable operation and the best possible service to 
its innumerable customers. 
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When Western Union was 
allowed to absorb the Postal 
Telegraph System back in 





1943, it was only on condition 
that the company must di- 
vorce its far-flung cable ope- 
rations, but events to date 
have shown this mandate to 


Quarters Ending 











be quite unworkable. Late in 
1949, President Truman ap- 
pointed a _ special Commu- 
nications Policy Board to 
study the entire subject of 
national communications, as a 
result of which some very con- 
structive moves may be made. 
Among other things, the man- 
agement of Western Union has 
had talks with American Tele- 
phone and Telegraph Company 


1950 August 31 (2 months) 
June 30 
March 31 .. 


1949 December 31 
September 30 ... 
June 30 
March 31 


1948 December 31 
September 30 





about combining the latter’s 
telegraph services and those of 
other lines to form a com- 


d—Deficit. 








Quarterly Operating Results of Western Union 
Gross Operating Available Interest Times Net Earned 
Operating Income for Earned Income Per Share 
Revenue Interest (Class ““A’’) 
(000) (000) 
$32.239 $ - $ - $ - $ - $1.619 $1.32 
. 46.179 2.963 3.078 686 4.48 2.969 2.41 
42.304 395 1.013 795 1.27 .236 one 
43.974 .950 1.089 667 1.63 1.4491 1.18! 
45.038 d.811 d.324 815 d.40 d1.140 d.93 
46.330 d.661 d.298 823 d.36 d1.121 d.91 
44.257 d2.033 d1.706 844 d2.02 d2.550 d2.07 
47.492 d2.401 d2.404 856 d2.81 1.2341 1.004 
47.882 d.671 d.293 892 d.33 d1.186 d.96 
1_After extraordinary credits of $1.027.439 or $.84 per share in 1949 
and $4.115.572 or $3.35 per share in 1948 (annual basis). 














pletely merged system, of 
which Western Union would 
be the nucleous—all under Federal control but able to 
function more smoothly than under present compe- 
titive conditions. This proposal and a possible merger 
of all international cable services are under conside- 
ration by the Government Commission. 

Meanwhile, a $90 million postwar improvement 
program has brought operating economies that in 
1949 were estimated by the management as amount- 
ing to about $16 million in that year alone. Had it 
not been for a 6.8% decline in gross revenues last 
year, caused by the general uncertainties in the 
economy, it is probable that the reported $4.3 million 
loss from operations would have been substantially 
reduced. In any event, effective expense control mea- 
sures and improving business permitted profitable 
operations in the final quarter of 1949 and the im- 
provement has continued since then, notably in 
recent months. 

Credit for lower operating costs 
is mainly due to the installation 


in extensively for telegraphy by radio beams that 
permit handling of as many as 2000 messages simul- 
taneously in both directions. A number of new relay 
towers are now facilitating these operations. Equip- 
ment for facsimile transmission, also called ‘fax’, is 
coming rapidly into use as a revenue producer. These 
faster-than-telegram senders have become very 
popular as desk sets and can transmit to their desti- 
nation messages in original handwriting, at the rate 
of 500 words per minute. Since February, 1949, more 
than 2000 “fax” units have been installed in business 
and Government offices, adjusted to operate in a 
network linking nine cities, and 3000 more are being 
built, of which 1000 will be used in Government 
service. Western Union predicts a bright future for 
these devices. 
(Please turn to page 148) 








of high-speed automatic message 
centers in 14 cities. This equip- 
ment eliminated the need of re- 
ceiving, typing and relaying mes- 


‘Funded Debt: 

‘KFC Notes Payable: 
Otner Long Term Gebt: 
isis. €).: A: 





WESTERN UNION “A” WU — 
| I J | | Price Range ——} 
i Telegraph & Cable {1929 - 1935 —4 
sce | High -2423 —]™ 
$35,000, 000 jLow -128 —1 
$3,000 ,000; i t ; 170 
$17,183,881) | it it } 
1,230,144 - no par — | T <4 / 
Dec. 31} + 4 4 





sages, as in former practice, thus 
doing away with much expensive 
hand labor. Befor 1950 ends, an 


‘Fiscal Year: 





additional center will be in opera- 
tion, and eventually almost all 
traffic will be fully mechanized. 





The number of employees has 
also been reduced in other divi- 








sions with no loss of operating 
efficiency. At the close of 1949, 
the company had about 43,000 








| 4 | 
employees, or approximately a | 
third less than a few years ear- 











lier, and last year’s payroll of — ae 
$117.7 million compared with 
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Seasonal 


On the record of the past, this 
is the time to be on the look-out 
for some degree of market reac- 
tion before long. There has been 
a downward bias in stock prices 
in a portion of November-Decem- 
ber in most years, believed to re- 
sult from tax selling. While there 
is nothing inevitable about this in 
any given year, it may be of in- 
terest to note that since 1920 the 
highs made by the Dow-Jones in- 
dustrial average during the last 
six weeks of the year have aver- 
aged less than 1% above the high 
made during the first half of No- 
vember ; the lows made within the 
last six weeks have averaged 
about 8% under the high of the 
first half of November; and De- 
cember 31 closings have averaged 
about 3% under first-half Novem- 
ber highs. Were this a statistically 
“average” year—which is highly 
improbable just on the law of 
averages — you could assume that 
the market is close to a top, from 
which it will react into the first 
week or ten days of December; 
and that from the latter low the 
traditional “year-end rise” will 
begin. 


Pro and Con 


At this writing the market as a 
whole has backed and filled for 
two weeks. That could be indica- 
tive of a top, though we cannot be 
sure of it. This is because there 
are many corrective pauses in bull 
markets, but relatively few inter- 
mediate reactions and, of course, 
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only one major top. For some time 
the pattern of this rise has been a 
few days or a week of brisk ad- 
vance, followed by from one to 
about three weeks of consolida- 
tion. Activity so far remains larg- 
est in periods of strength, reced- 
ing otherwise. This is usually a 
favorable technical indication. 
Technical strength is also implied 
at the moment by the fact that the 
market did not weaken impor- 
tantly on announcement of more 
and tighter credit curbs. Against 
all of this, stocks have had a large 
3-month rise and are in fairly 
high ground; we are near the tax- 
selling period, and more profit- 
taking tax selling than usual 
seems likely, in view of the threat, 
if not virtual certainty, of higher 
income tax rates next year. 
Mainly for reasons inside the 








a moderately cautious view of 
near-term prospects. 


Selectivity 


This will go into the records as 
the bull market that started in 
June, 1949; and, of course, that is 
what it looks like on any chart. 
Nevertheless, the complexion has 
changed. With few exceptions the 
popular stock groups of the pre- 
Korea period are not the most 
popular groups today. Examples 
are autos and auto parts, building 
issues and chemicals. On the other 
hand, many pre-Korea laggards 
have come to life. A few of numer- 
ous examples are rails, coppers, 
textiles, rail equipment, farm 
equipment and retail trade. Some 
groups were popular, or fairly so, 
before Korea and have become 

















market, this column—which leaves more so since. These include 
market economics to others—takes paper, oil, steel and tires. 
INCREASES SHOWN IN RECENT EARNINGS REPORTS 
1950 1949 
Acme Steel Co. September 30 Quarter $ .84 $ .47 
American Airlines . September 30 Quarter .70 -32 
American Woolen Co. September 30 Quarter  .87 .13 
Bendix Home Appliances, Inc. September 30 Quarter 1.04 38 
Caterpillar Tractor Co. September 30 Quarter 2.47 1.1 
General Bronze Co. . September 30 Quarter 2.38 Py iy | 
Penna.-Dixie Cement . September 30 Quarter 2.13 1.34 
Rheem Mfg. Co. . September 30 Quarter 1.60 .64 
Robertshaw-Fulton Controls . September 30 Quarter 1.16 53 
| Motorola, Inc. September 30 Quarter 4.78 92 
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Currently 


Currently “war stocks” are per- 
forming considerably better than 
“peace stocks”. The term is a very 
loose one. A “war stock” today is 
the stock of a company believed 
to have a good or reasonably satis- 
factory EPT position and a favor- 
able volume and pre-tax profit out- 
look in a semi-defense, semi-con- 
trolled economy. Be that as it 
may, groups acting well at this 
writing include such non-war like 
things as dairy products, tobacco 
and printing-publishing—plus all 
of the post-Korea favorites cited 
in the preceding item. 


Building 


The building stocks have held 
up fairly well in the face of the 
severe credit curbs imposed on 
housing and anticipated curbs on 
other types of construction. This 
is because the stocks began to dis- 
count “trouble” right after the 
start of the Korean war, and the 
market is not in the habit of dis- 
counting the same thing twice. 
The group’s high was made pre- 
Korea, and it stands roughly 10% 
under that high now. Unless the 
present credit terms are libera- 
lized, after proving too severe in 
practice, housing volume, and 
profits of makers of building 
materials, will be sharply lower 
next year. Therefore, it is impos- 
sible to see a valid basis for re- 
newed rise in representative 
building stocks; but not impos- 
sible to imagine some further de- 
clines when the full implications 
of the mortgage credit curbs sink 
home to investors and speculators. 
Those who cannot foresee the re- 
sults will surely see them reflected 
in the earnings reports of the first 
1951 quarter, and more so for the 
1951 first half. Those who do not 
want to sit tight with a laggard 
group had better start looking 
around for appealing switches. 
For: example, some of the rail 
equipments, which have favorable 
prospects for an extended time to 
come, are still at moderate levels 
in their long-term market range. 


For Instance 


Westinghouse Air Brake is cur- 
rently around 34, against 1950 
low of 245%; but sold as high as 
415% in 1946, when rail equip- 
ments were not in anv special 
favor; and as high as 573/, in the 
prewar year 1937. This is a high- 
quality stock, since dividends have 
been continuous since 1875 and 
generous as a rule; and since fi- 
nances are notably strong. The 
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yield on the present $2 dividend 
rate is about 6%; but, the way 
things are going now, it should be 
quite possible for the company to 
get back to the $3 rate paid in 
1948 and 1947, on which basis the 
yield would be nearly 9%. 


Another 


In the same group, and of much 
better than average quality, is 
American Brake Shoe, with un- 
broken dividends since 1902, a 
good volume prospect and a good 
EPT position. The stock has risen 
to about 40, from 1950 low of 
3014; but sold as high as 6414 in 
1946 and 80%, in 1937. The yield 
from the present $2 dividend is 
5% ; but a readily conceivable re- 
turn to the $2.50 rate of 1948, 
finances being strong, would mean 
a current yield of about 6.2%. 


Others : 


More speculative, but not un- 
duly so, are General Railway Sig- 
nal and Youngstown Steel Door. 
With the exception of 1939, Gen- 
eral paid usually conservative 
dividends each year since 1924. 
The present rate is $1, or a low 
yield with the stock up to 26 from 
1950 low of 1714—but it paid $2 in 
1948, sold as high as 48 in 1946 
and 6514 in 1937. Youngstown 
Steel Door, maker of freight-car 
doors and sides, has paid rela- 
tively liberal dividends, in ratio to 
earnings, each year since 1927. 
Ahead are earnings sharply above 
last year’s low of $1.05 a share 
and probably above 1948’s $3.02. 
The dividend is $1, but $1.50 was 
paid in 1948; $1.75 in 1941 out of 
net of $2.06 a share, and $2 in 
1937 out of net of $3.32. This 
stock has risen from a 1950 low of 
11% to 18%% at present, but sold 
at highs of 31 in 1946, 34 in 1939, 
4014, in 1937 and 3614 in 1936. 


American Stores 


In food merchandising, the pro- 
gressive shift by the large chains 
from small stores to super-mark- 
ets has had spectacularly favor- 
able results, since it means higher 
sales per store and per employee, 
and therefore better margins. 
American Stores, operating about 
1,637 stores, mostly in Pennsyl- 
vania and New Jersey, was one of 
the last to start adjusting itself to 
the new methods, but has been 
making strides in recent years. 
About 47% of the stores are now 
super-markets, and the ratio no 
doubt will rise further. Earnings 
were $5.18 a share last year, 
should be higher in the current 
fiscal year and probably can be 
relatively well maintained under 
EPT. The dividend is on a $2 
basis, yielding 5.5% at the stock’s 
current price of about 36, which 
is a new high since 1946’s peak of 
43. However, eventual payments 
at rates of $2.50 or $3—more in 
line with profit-dividend ratios of 
other leading food chains—should 
be possible. Therefore, there 
might be substantial investment 
promise in this relatively stable 
situation over a reasonably ex- 
tended period of time. 


Sugars 


The war-seare rise in sugar 
stocks appears to have been no 
better founded than the forward 
buying of housewives and others 
in expectation of a shortage. In- 
stead of shortage, there is going 
to be plenty of sugar—maybe too 
much. There is too much right 
now, in the sense that housewives 
will be using their hoards instead 
of buying normally; and that our 
not so astute Government bought 
the Cuban surplus. This over- 
hangs the market, pretty much as 

(Please turn to page 150) 


























DECREASES SHOWN IN RECENT EARNINGS REPORTS | 
1950 1949 
Douglas Aircraft Co. 9 months August 31 $7.91 $8.59 
Elliott Co. 9 months Sept. 30 2.65 6.47 
Tel Autograph Corp. September 30 Quarter  .17 -24 
Kansas City Southern Rwy. . 8 months August 31 6.84 8.42 
New York Air Brake Co. 9 months Sept. 30 3.69 4.38 
Timken-Detroit Axle Co. Year June 30 1.72 2.33 
Shamrock Oil & Gas . 9 months August 31 2.38 2.56 
Conde Nast Publications 9 months Sept. 30 1.10 1.40 
Public Service Elec. & Gas Co. 9 months Sept. 30 1.39 1.57 
Bayuk Cigar, Inc. 9 months Sept. 30 -56 -64 
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By E. K. A. 


While the nearby outlook for business remains good, there 
is every indication that any run-away characteristics of the 
boom will be brought up short by the new and tighter credit 


curbs. Any definite predic- 
tions beyond the current 
quarter must necessarily 
await more information on 
the tempo and scope of the 
rearmament program, for on 
this will depend the length 
and impact of the business 
dip now widely regarded as 
probable in coming months 
until arms orders take up the 
slack expected to be created 
to declining construction ac- 
tivity and ebbing demand 
for consumer durable goods, 
particularly automobiles. 
The Federal Reserve Board 
may have applied its anti- 
inflation brake too soon and 
somewhat too vigorously. 
Auto dealers and sellers of 
appliances have joined the 
chorus of protests against 
credit regulations heard in 
the building and real estate 
industry. A substantial drop 
in housing and consumers’ 
hard goods can hardly be 
avoided. The new credit 
curbs, moreover, have come 
at a time when demand was 
already easing either sea- 
sonally, because of high 
prices or well advanced 
market saturation. The only 
consoling element is that 
any “recession” in these 
fields will start from a very 
high level. Certainly the bot- 
tom won't drop out of these 
lines, and any “recession” 
could prove far less severe 
than now feared by the pes- 
simists. After all, the public’s 
cash resources remain huge 
and cash buying, of course, 
won't be affected by credit 


NJ curbs. 


One of the biggest uncertainties in the outlook is that no 
one seems to know how large the military program will be. 
On it depends the answer to the crucial question of how 
deeply it will cut into civilian goods production, and to what 
extent it can compensate for receding civilian demand of hard 
goods under the impact of credit curbs. 


There is some evidence of an official desire to bring about 
a contraction in the civilian economy before it is actually 
essential to offset larger Government expenditures. If so, it is 
psychologically understandable. First of all, it lessens infla- 
tionary pressures on the price front. Secondly, industry will be 
much more eager and ready to obtain and fill military orders 
once civilian demand has actually declined. 

This is sound reasoning, though it may entail some hardships 
on businesses particularly hit by the credit curbs such as con- 
struction firms and second-hand automobile dealers. Even new 
car dealers are gloomy, and sellers of TV sets, additionally 
hurt by the color controversy, are reported to offer price dis- 
counts to lighten overloaded shelves. Makers of soft goods on 
the other hand may well profit from the situation as consumers 
divert some of their expenditures. If so, it should cushion any 
impending business setback since soft goods industries can 
still expand moderately to meet any rise in demand. 


Any letdown will moreover be moderated by the thought 
that it cannot go far and won't last more than a few months. 
This argues strongly against appearance of the phenomena 
that usually accompany business dips, such as a tendency to 
liquidate inventories, a contraction of bank loans, or con- 
sumers’ hesitation to buy in expectation of lower prices later. 

The latter particularly is a wholly unlikely prospect, for 
despite the current halt in the price climb, inflation is far 
from brought under control, and the threat of inflation in- 
herent in a huge defense program remains. So is the threat of 
large-scale deficit spending if arms outlays reach some ‘such 
figure as $45 billion mentioned by the military for fiscal 1952. 
A $30 billion program could conceivably be handled with tax 
increases but there is a limit to how far the Government can 
go in taxing the nation and the economy. Moreover, labor 
costs keep rising and at least some of the advance, and per- 
haps most of it, will find its way into the price structure. 


On the latter premise alone, somewhat higher prices 
eventually strongly suggest themselves, particularly if one 
considers that neither the latest wage boosts nor the hikes in 
raw materials prices since Korea to-date have been fully 
reflected in finished goods prices. Beyond that, the shape of 
the next budget holds the key to the price outlook regardless 
of restrictions and controls. The pressures against direct and 
effective price controls are very strong on the basis that they 
are not needed now. This premise may or may not prove 
correct. But if price controls are imposed once they are 
actually needed, it will be too late. 
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The Business Analyst 


HIGHLIGHTS 





MONEY AND CREDIT—During the fortnight ended October 
21, our index of 325 active common stocks, and the index of 
100 low priced stocks, advanced to new highs since 1946; but 
the index of 100 high priced stocks failed by a narrow margin 
to break through its high of October 7. Of our 46 group 
indexes, 18 made new highs for various periods, as tabulated 
on the second page following. Among the select company of 
18 were dairy products, which achieved a new high since 
1931; food stores, with a new high since 1930; and the paper 
and petroleum groups zooming to new all-time highs. New 
York bank stocks, in climbing to the best average price since 
June 10, managed at last to recover their losses from the 
Korean scare selling. Preferred stocks advanced to the highest 
average level since August 30, 1947. Corporate bonds sagged 
to the lowest average in nearly three months, though rail 
bonds were up fractionally. Our index of foreign government 
bond prices closed virtually unchanged on the fortnight. The 
restricted Victory 2¥2s were also unchanged; but the bank 
eligibles, under persistent selling by commercial banks, eased 
off to the lowest price since June 4, 1949. This shift out of 
Government securities into more profitable non-government 
loans and investments continued unabated during the fortnight 
ended October 11 when weekly reporting member banks sold 
$487 million of U. S. securities and used the proceeds to 
expand loans and other investments by $371 million, with a 
resulting dip of $116 million in earning assets. Demand de- 
posits were off $400 million; but have expanded $867 million 
in the current fiscal year to date. The necessity of supporting 
the Government bond market places the Federal Reserve 
Banks in the embarrassing position of contributing to an infla- 
tion which they are striving by other means to curb. For the 
fiscal year to October 18, they have acquired $1,289 million 
of Federal securities on balance, with a consequent increase 
of $1,257 million in member bank reserves. Though the Re- 
serve Board is almost as powerless to check inflation by indirect 
means as are other arms of the Government with price ceilings 
and allocations, the more direct credit controls now being 
promulgated will prove effective in more ways than one by 
curbing the urge to expand indebtedness. Under present con- 
ditions, insurance companies are rivaling the banks as sup- 
pliers of new capital; but credit thus extended is not infla- 
tionary, since it is collected from the savings of depositors and, 
unlike credit expansion by the banks, does not create new 
money but merely serves as a conveyor to transfer funds from 
one account to another. Total purchases of life insurance in 
September hit a record $2,384 million, 39% more than a year 
ago. With premiums collected on policies now in force, they 
are now investing at the rate of around $1 billion monthly. 
About 40% of this has been going into mortgages and 13% 
into U. S. securities. With contraction in new construction under 
the stiffened credit terms, less of private savings will go into 
mortgages and more into Government securities, thereby 
lightening pressure on the Revere banks to make inflationary 
purchases of Federal issues. A non-inflationary market for 
Government securities is badly needed now that the Federal 


‘budget has gone back into the red and the national debt has 


begun io expand again. During the fortnight ended Octcber 
18 the debt was up $355 million, reaching $256.7 billion— 
$120 million above a year ago. For the current fiscal year to 
October 18, the Treasury reported a budget deficit of $271 
million, compared with a deficit of $2.38 billion in the corre- 
sponding period last year. Gold and dollar reserves of the 
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sterling area have more than doubled since the pound was 
devalued on September 18, 1949. On September 30, 1950, 
they stood at $2,756 million. Britain’s adverse foreign trade 
balance for September was the smallest since July 1946. The 
Canadian free dollar appears to have stabilized for the time 
being at around 95 cents. Canada’s subsidy on gold produc- 
tion will be continued next year. It has helped to boost gold 
output there by 30% since 1948. 
Sees ieee ee 


TRADE—Heavier withholding taxes and stiffer credit terms 
have not thus far made much of a dent in retail trade. Depart- 
ment store sales in the week ended October 14 were up 11% 
from a year earlier, compared with a cumulative gain of only 
5% for the year to date. With imports soaring in August to a 
record $819 million, the U. S. had a small foreign trade deficit 
for the first time in over 13 years. It would have been more 
than twice as large as the $58 million reported had Uncle Sam 
not footed the bill for a big chunk of our exports. 


a) eee 


INDUSTRY—Heavy backlogs of unfilled orders will probably 

prevent stiffened credit terms from precipitating a general 

business recession of more than seasonal proportions until 

expanding armament orders come to the rescue. A few indus- 
(Please turn to following page) 
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Latest Previous Pre- 
Wk. or or Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago Harbor* 
MILITARY EXPENDITURES—$b (e) Sept. 1.20 1.26 1.30 1.55 (Continued from page 135) 
Cumulative from mid-1940 Sept. 401.3 400.1 382.2 13.8 tries, such as housing, which are not adap- 
FEDERAL GROSS DEBT—$b Oct. 18 256.7 256.4 256.6 55.2 table to armament work, will have to cut 
MONEY SUPPLY—$b activities more than seasonally. 
Demand Deposits—94 Centers______ | Oct. 11 48.8 49.0 46.3 26.1 ° 
Currency in Circulation Oct. 18 27.2 27.3 27.4 10.7. | COMMODITIES — Commodity futures 
BANK DEBITS—13-Week Avge. closed irregularly higher during the fort- 
New York City—$b Oct. 11 10.30 10.31 8.05 4.26 | night ended October 21, while our own 
93 Other Cenisrs—$b Oct. 11 1474 1467 1178 ~—-7.60 re . raw paso spot ong — 
orward to a new all-time high under 
arenas INCOMES—$b (cd2) Aug. 226.3 223.5 206.5 102 leadership of rubber, wool, tin and pig 
Salaries and Wages. Aug. 150.6 148.9 136.4 66 iron. 
Proprietors’ Incomes. Aug. 45.5 45.5 40.7 23 Ls 
Interest and Dividend Aug. 17.9 17.8 16.8 10 a 
Transfer Payments Aug. 11.9 12.3 12.6 3 BUSINESS ACTIVITY contracted a little 
(INCOME FROM AGRICULTURE) Aug. 21.0 18.0 17.0 10 during the fortnight ended October 14 but 
the margin of year-to-year increase 
aerneccaenane ip soped wall — ee we widened ra 15% oe a vip during the 
0: siya cataialeacamnaaals ps — SS pinend corresponding interval last year was much 
Labor Force Sept. 65.0 66.2 64.4 57.5 ies 
Military Sept 1.45 1.34 1.46 1.89 anita " ms * 
Civilian Sept 63.6 64.9 62.8 55.6 
Unemployed ee 23 25 33 3.8 Credit and other controls already an- 
Employed Sept 612 62.4 50.4 518 nounced, along with more to come, will 
In Agriculture “ih 78 82 82 80 probably contribute before long to a mild 
Non-Farm os 53.4 542 512 38 and brief SLOW-DOWN in overall business 
At Work Sent 50.9 50.0 48.9 432 | activity. Mild, because heavy backlogs of 
Weekly Hours. “tn 133 423 433 20 unfilled orders will sustain operations at a 
Man-Hours Weekly—b comparatively high level for months to 
: ita aad = woo = come, and brief, because spring will bring 
EMPLOYEES, Non-Farm—m (Ib) Aug. 44.9 44.1 43.0 37.5 a heavy influx of defense work slated to 
Government Aug. 5.8 5.7 5.8 4.8 | more than offset any forseeable decline 
Factory Aug. 12:7 12.1 11.6 ALT in civilian business. 
Weekly Hours Aug. 41.2 40.5 39.1 40.4 . ee fn 
Hourly Wage (cents) Aug. 146.3 146.2 139.9 77.3 ; . . 
Weekly Wage ($) pores 60.28 59.21 5470 21.23 A few industries, directly affected by the 
= controls, are going to feel the pinch, unless 
ene tenregamaieaaee Oct. 17 168.70 168.4 0151.9 92.5 | adaptable to handling defense tasks. This 
——o- Aug. 190.4 190.0 1866 116.2 | js particularly true of home building and 
COST OF LIVING (Ib3) Aug. 173.0 172.5 1688 100.2 other postponable CONSTRUCTION, fur- 
Food inn. 209.0 2100 2026 113.1 niture and other household equipment. A 
Clothing Avg. 185.9 1847 187.4 113.8 few pessimists in this field wail that home 
Rent Aug. 124.8 124.4 120.8 107.8 building may plunge to only 40% of its 
RETAIL TRADE—$b recent peak. That could happen during the 
i usual seasonal decline, which has already 
ae eee eet Amy, =“ SU 472 | set in; but the shortage of housing ac- 
Durable Good fem A é 
cane calor a J am we a sree 1.07 | comodations for low and even middle-in- 
sii deamaaiinel b - ~— 7 — 3.65 | come groups is still so uncomfortable that 
preteen ening , ied ane oe picid yes spring should witness a sharp pick-up. Pre- 
Retail Sales Credit, End Mo. (rb2)— | Aug. 11.25 10.87 8.29 5.46 | fab makers are cheered by the fact that 
MANUFACTURERS’ credit curbs are lightest on low-cost homes. 
New Orders—$b (cd) Total Aug. 26.7 22.0 17.5 14.6 These are right down their alley. 
Durable Goods. Aug. 13.3 10.5 6.8 7.1 * * *e 
Non-Durable Goods__________ | Aug. 13.4 11.5 10.7 75 nie 
Shipments—$b (ed)—Total___| Aug. 22.5 18.5 17.6 8.3 oan ear aoe yore - Re 
Durable Goods a 98 79 73 Al soared to such heights this year that the 
iii iad el 127 10.6 103 42 peak was reached in May, five months 
earlier than last year. The August-to-Sep- 
BUSINESS INVENTORIES, End Mo. tember drop was unusually sharp, partly in 
Tetal—$b (ed) Avg. 53.5 52.3 52.1 28.6 | response to the comparatively mild re- 
Manufacturers’ Aug. 29.5 29-7 29.6 164 straints ordered by the President several 
Wholesalers’ Aug. 9.5 ¥.1 8.9 4.1 | months prior to the severe credit curbs 
Retailers’ Aug. 145 13.5 13.6 6.1 promulgated by the Federal Reserve Board 
Dept. Store Stocks (mrb) Aug. 22 2.2 2.0 2.0 14 | early in October. Starts in September, 
BUSINESS ACTIVITY—1—pe Oct. 14 177.5 178.8 157.1 141.8 though ; at 115,000 units below August, 
(M. W. S.)—1—np. Oct. 14 209.1 210.5 181.9 146.5 | were still 12,100 ahead of a year earlier. 
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Date Month Month Ago Harbor* 

INDUSTRIAL PROD.—1—np (rb) Aug. 207 196 170 174 On the other hand, BUSINESS BUILD- 
Mining Aug. 158 144 129 133 ING, upon which no restrictions have been 
Durable Goods Mfr___ | Aug. 245 236 193 220 inposed as yet, climbed in September to a 
Non-Durable Goods Mfr_____ | Aug. 191 181 165 151 new high for the current year—45% above 

CARLOADINGS—t—Total Oct. 14 889 854 574 833 a year earlier and involving expenditures 
iacalliieiaiiln ty ated any pee as 320 a0 of only a few million dollars less than for 
Mdse. L. C. L. Oct. 14 89 89 89 156 September 1948. 

Grain Oct. 14 55 51 53 43 EN 
— Of course most of the restraints already 

ELEC. POWER Output (Kw.ll.) m | Oct. 14 6,509 6,514 = 5,481 3,267 promulgated, and planned for the not-dis- 

SOFT COAL, Prod. (st) m Oct. 14 11.5 11.4 2.3 10.8 tant future, are aimed at releasing labor, 
Cumulative from Jan. 1_________ | oct. 14 388 377 349 446 metals and a few other critically scarce 
Stocks, End Mo Aug. 59.0 52.0 68.6 61.8 materials for more essential defense needs. 











—————— | Thus it is doubtful whether the steel and 


PUERDREN—8E.) © non-ferrous METALS industries will suffer 









































Crude Output, Daily___>_ | Oct. 14 5.9 59 5.0 4.1 aia ayia 
Teciiiien tai a as sd sits 108 a“ even a ——— dip 3 —— 
Fuel Oil Stocks. Oct. 14 43 42 69 94 
Heating Oil Stocks Oct. 14 81 78 87 55 Before many months have passed, de- 
fense work will more than offset any prob- 
LUMBER, Prod.—(bd. ft.) m Oct. 14 880 822 746 632 able curbs on production of AUTOMOBILES 
Stocks, End Mo. (bd. ft.) b_________ | Aug. 6.4 6.2 7.5 12.6 and trucks for civilian use; but an interim 
STEEL INGOT PROD. (st) m Sept. 8.20 8.23 6.60 6.96 | seasonal dip has already started. New pas- 
Cumulative from Jan. 1_________ | Sept. 71.6 63.4 6.51 74.7 senger car registrations in September are 
: estimated at 14% below August, with 
ENGINEERING CONSTRUCTION trucks off 17%. 
AWARDS—$m (en) Oct. 19 261 157 122 94 a - * 
Cumulative from Jan. 1_--___ | Oct. 19 9,670 9,409 6,569 5,692 Orders for new MACHINE TOOLS in 
MISCELLANEOUS September, though nearly 8% below Aug- 
Paperboard, New Orders (st)t Oct. 14 231 282 191 165 ust, were five times as ilarge as a year 
Natural Rubber Consumption (It)m_— | Aug. 63.9 61.4 45.3 54.3 earlier. 
Do., Synthetic Aug. 49.6 43.7 34.4 0.5 * * * 
Motor Vehicles, Factory Sales—t___ | Aug. 818 707 658 352 Backlogs of unfilled orders for FREIGHT 
Hosiery Production (pairs)m______ | Aug. 187 121 150 150 CARS at the end of September were 25% 
Do. Footwear July 35.3 39.1 34.4 34.8 ahead of a month earlier. 








lly dj tad ahi. 





b—Billions. cbh—Census Bureau. cd—Commerce Dept. cd2—Commerce Dept., y totals at annual rate, before taxes. 

edlb—Commerce Dept. (1935-9—100), using Labor Bureau and other data. e—Estimated. en-~Engineering News-Record. I—Seasonally adjusted Index 

(1935-9—100). Ib.—Labor Bureau. Ib2—Labor Bureau (1926-100). Ib3—Labor Bureau (1935—100). It—Long tons. m— Millions. mpt—At mills, publishers, 
lest 


and in transit. mrb—Magazine of Wall Street, using Federal Reserve Board Data. np—Without Pp tion for pop growth. pc—Per capita basis. 
rb—Federal Reserve Board. rb2—Federal Reserve Board, instalment and charge accounts. st—Short tons. 1—Thousands. *—1941: November, or week 


ended December 6. 








THE MAGAZINE OF WALL STREEET COMMON STOCK INDEXES 

















No. of 1950 Ind (Nov. 14 1936 Cl.—100) High Low Oct. 14 Oct. 21 
Issues (1925 Close—100) High Low Oct.14 Oct. 21 100 HIGH PRICED STOCKS 102.07 85.27. 100.58 102.06 
325 COMBINED AVERAGE .. . 165s) 134.7 162.5 165.1D_ | 100 LOW PRICED STOCKS 195.88 151.88 193.76 195. 88D 
4 Agricultural Implements ...... 233.3 180.7 229.2 233.3B 5 Investment Trusts 79.9 66.5 FAN 79.4 
10 Aircraft (1927 Cl.—100) .... 262.9 170.8 240.0 244.3 3 Liquor (1927 Cl.—100) 1053.8 797.3 1012.6 1053.8D 
6 Air Lines (1934 Cl—100) ... 538.3 450.3 493.2 524.8 11 Machinery ............ 171.1 140.6 168.8 171.1B 
7 Amusement ........ es 104.4 78.0 94.6 97.6 3 Mail Order .. 133.0 99.6 127.0 133.0C 
10 Automobile Auamadien : 241.7 195.6 228.0 233.9 3 Meat Packing ...... 108.3 85.9 101.4 108.3B 
ee: en 39.1 28.5 38.0 39.1B 12 Metals, Miscellaneous 198.8 139.9 190.9 195.0 
3 Baking (1926 Cl.—100) ....... 23.3 19.0 20.1 20.4 re eee Bee ae) 309.7 213.4 309.7Z 306.5 
3 Business Machines ........ 282.7 226.5 279.5 282.7B 30 Petroleum E. 327.9 243.0 322.7 327.9Z 
2 Bus Lines (1926 Cl. —100) . 176.6 145.9 158.5 157.9 27 Public Utilities 153.7 7 ge i 136.6 136.9 
SL en ee . 306.3 256.4 299.9 306.3 5 Radio & TV (1927 Cl. —100) : 35.3 18.1 29.4 29.4 
SD  COGU AIAG! f 56. ever ccsiascasssaes 14.5 11.3 14.5 14.5 9 Railroad Equipment 60.8 43.0 59.4 60.8B 
4 Communication ........ rice 64.1 41.9 63.4 63.7 24 Railroads .... tslanieaccsa, ean 22.3 31.8 32.3D 
9 Construction 0.0.0... . 64.9 51.3 56.1 56.5 3 Realty 37.2 30.7 36.7 37.2D 
FEC CID |. SaSP Renee . Seba aiecoes 364.9 282.1 356.9 364.9C 3 Shipbuilding . 166.2 139.7 151.6 155.0 
9 Copper & Brass ................. 112.3 80.3 108.1 11.1 3 Soft Drinks ; 391.6 295.9 330.8 332.5 
2 Dairy Products .....:............:. } 81.9 68.1 81.1 81.9R 15 Steel & Iron .............. 142.7 96.1 138.8 142.7D 
5 Department Stores .............. 73.3 56.6 69.4 68.6 Oe NGM ssn coe. : 61.9 48.7 59.6 59.9 
6 Drugs & Toilet Articles ........ 209.8 170.2 200.4 207.1 Ae INI ooo ocsisccateskcoseseeseouuncce ANE 301.6 394.8 405.8 
2 Finance Companies .............. 361.8 253.8 272.2 272.5 CeO UMMINIE oo ois rete Be 166.8 119.9 163.2 164.0 
7 Food Brands 162.0 179.7 187.2C 3 Tires & Rubber . a ROMPRES Stee 47.2 32.0 45.6 46.0 
2 Food Stores 86.3 108.7 113.18 CO Ce nee ene 88.2 77.3 86.5 87.1 
3 Furnishings ............ A 61.1 70.9 70.6 ri ee ea 352.3 313.2 325.4 331.3 
4 Gold Mining 509.7 607.8 601.4 19 Unclassified (1949 Cl._—100).. 114.2 93.2 112.9 114.2A 











New HIGH since: A—1949; B—1948; C—1947; D—1946; R—1931; S—1930. Z—New all-time HIGH. 
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Trend of Commodities 





Trends in farm commodity futures markets were mixed dur- 
ing the fortnight ended October 21 though the averages 
managed to close up a bit. Our own index of spot prices for 
14 raw materials closed at a new all-time high. Wool was up 
an additional 5%, but it is predicted in the trade that supplies 
next year will suffice to meet civilian needs. Rubber at New 
York soared to 6414 cents, highest in 25 years. The N. P. A. 
has ordered the use of new rubber for civilian needs, natural 
and synthetic, to be cut an average of 16% during November 
and December, aiming to trim consumption to around 90,000 
tons monthly from the present 106,000. The slash in natural 
rubber must be 25% in November and 37% in December. 
Douglas fir prices have nose-dived since just after Labor Day 
when first steps toward home building curbs were taken. 
Studding Iumber for house frames, which brought $90 per 


1,000 board feet only seven weeks ago has plunged to $45. 
Southern pine is down 10% in the past five weeks. Foreign 
silver at New York jumped 5 cents to 78 cents an ounce fol- 
lowing withdrawal of the Bank of Mexico as a seller of the 
metal in the U. S. A. Pig iron was hiked an additional $1.05 
to $51.94 a ton at Philadelphia—highest price in over 33 years. 
Spot tin at New York hit a new record high of $1.14% a 
pound. Platinum, on the other hand, was reduced $10 an 
ounce to $90, reflecting slow demand from jewelry makers. 
Smelter stocks of slab zinc are lowest in nearly 25 years. Big 
producers are holding down their official asking prices for 
metals despite fantastic quotations in the gray market where 
zinc brings a premium of 40%, copper 60%, and some steel 
items upwards of 300%. Big business bucks inflation. Little 
busines often abets it. 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices—August, 1939, equals 100 

Date 2 Wk. 1 Mo. 3 Mo. 6Mo. 1Yr. Dec. 6 

Oct.23 Ago Ago Ago Ago Ago 1941 

331.7 327.0 329.1 295.8 250.9 246.8 156.9 

358.9 353.3 353.6 306.1 253.2 253.6 157.3 

_ 315.2 311.0 314.2 289.3 249.4 242.5 156.6 


28 Basic Commodities 
11 Imported Commodities 
17 Domestic Commodities 





RAW MATERIALS SPOT INDEX 


AUG. SEPT. oct. NOV. 





190 








180 f 
a 


170 














MAGAZINE OF 
WALL street INDEX- 


























14 Raw Materials, 1923-25 Average equals 100 


Aug. 26, 1939—63.0 Dec. 6, 1941—85.0 
1950 1949 1947 1945 1941 1939 1938 1937 
High .............. 181.1 161.5 164.0 958 657 783 _658 93:8 
BD isisccstssiscoe 134.2 134.9 1264 93.6 743 616 57.5 647 


Date 2 Wk. 1 Mo. 3 Mo. 6Mo. 1Yr. Dec. 6 
Oct.23 Ago Ago Ago Ago Ago 1941 
348:8 345.6 351.5 353.1 312.1 291.9 163.9 
353.4 349.7 357.2 366.1 316.2 300.1 169.2 
.. 319.4 316.0 313.5 264.9 222.3 223.8 148.2 


COMMODITY FUTURES INDEX 


7 Domestic Agriculture 
12 Foodstuffs 
16 Raw Industrials 
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Average 1924-26 equals 100 

1950 1949 1947 1945 1941 1939 1938 1937 
ere 191.2 146.2 184.4 111.7 889 67.9 577 866 
Re 140.8 128.6 123.0 98.6 58.2 489 473 546 
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Keening Abreast of Judustial 


° and Company News -+ 





Armco Steel Corporation’s new $12 million open 
hearth plant in Middletown, Ohio has now begun 
production. This facility has attracted the attention 
of steel men everywhere because of its new method 
of charging furnaces. The process is called the first 
major improvement in charging practice since the 
development of the charging machine in 1885, and 
promises to increase steel output incisively. Raw 
materials from the scrap yard and other locations 
are mechanically carried right to the furnace door. 


A new 4-foot escalator, called the “Freeflow” 
model, has been developed by Otis Elevator Com- 
pany, and will be manufactured by advanced mass 
production methods. This escalator will transport 
8000 persons an hour and can easily accomodate two 
adults riding side by side on the same step. Although 
the first escalator was built by Otis 50 years ago, 
it has not been until recent years that public ac- 
ceptance increased the demand to a point where ad- 
vanced manufacturing techniques could be perfected. 


Among the latest steel concerns to announce fur- 
ther expansion plans is Keystone Steel & Wire Com- 
pany. Construction of a fourth open hearth steel 
furnace at a cost of $1.5 million will increase the 
company’s steel ingot capacity by more than 100,000 
tons to 425,000 annually. Keystone’s steel fabricating 
capacity for several years past has considerably ex- 
ceeded its output of steel, necessitating substantial 
purchases from outsiders. Upon completion of the 
new plant, the company will probably expand its 
rolling mill capacity. 


E. I. du Pont de Nemours & Company plan to con- 
struct a new $7.5 million chemical plant at Memphis, 
Tennessee, having acquired a 225 acre site for the 
purpose several months ago. The production of 
sodium cyanide will be undertaken upon completion 
of this facility in about a year from now. Plant con- 
struction will be under the direction of du Pont’s 
own Engineering Department and approximately 
700 local workmen will be on the job during peak 
building operations. When production starts, employ- 
ment will be provided for about 180 persons. The 
new plant will be of the modern open-air type of 
construction conforming to the latest advances in 
chemical process design. Most of the equipment will 
operate in the open with controls located in small 
buildings. 


How new methods rather than improved ma- 
chinery can sometimes reduce operating costs is well 
shown by the experience of Thompson Products 
Company. Among many items, this concern produces 
valves for virtually all automobile manufacturers 
and numerous aircraft concerns. To case-harden the 
valve tips, the company for some time had used a 
rather expensive method, but three months ago 
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shifted to a General Electric Company 20-kw induc- 
tion heater. As a result, more than 35,000 valves 
have been hardened per day with a 30° reduction in 
costs. bi 


The largest conveyor belt ever built and shipped 
in a single roll was recently completed in the new 
$5 million belt plant of the B. F. Goodrich Rubber 
Company, Akron, Ohio. As the first major project 
completed in the new plant, the roll of belt weighed 
45,000 pounds, was 48 inches wide and fifteen feet 
high. Designed for the Baltimore & Ohio Railroad, 
the belt will be used to convey ore from ship to shore 
at the railroad’s new dock in Baltimore. 


Wright Aeronautical Corporation recently gave a 
preview of some new high-performance aircraft en- 
gines which will power everything from supersonic 
interceptor planes to vibration-free luxury trans- 
plants are gas turbines which will be built under 
plants are gas turbines which will be built under 
terms of an agreement with Armstrong-Siddeley, 
Ltd. of London. The fifth, the new Wright ‘‘Com- 
pound” engine combining the familiar reciprocating 
power plant with gas turbines will be the engine for 
the new “super” Lockheed Constellation transport. 
By these new engines, the use of propellors for ex- 
tremely high speed flight will be greatly enhanced. 


By the end of next month, work will have been 
completed on the Pennsylvania Railroad’s multi-mil- 
lion dollar project of tunnel and track improvement 
along its main line between Pittsburgh and Colum- 
bus, Ohio, designed to expedite movement of freight. 
By the elimination of four restricting tunnels and 
the straightening of curves, the freight movement 
will be much accelerated. When the new and un- 
restricted route is opened, the larger type box cars 
and unusually large shipments on flat or open-top 
ears, Which formerly moved over lengthy detours 
because of the old tunnels, will run without delay 
over the direct short line. 


What is believed to be the biggest and most com- 
plete unit of its kind in the United States is being 
constructed by the Rust Engineering Company for 
the National Advisory Committee for Aeronautics 
near Hampton, Va. At a cost of $3.8 million, five 
large laboratory buildings for the study of gas dy- 
namics and internal flow are being built. The new 
laboratory will connect with the existing facilities of 
the Langley Aeronautical Laboratory at the same 
location . 


Inauguration of a customer-to-customer overseas 
radio teleprinted exchange service between Wash- 
ington, D. C. and the Netherlands has been an- 
nounced by Radio Corporation of America. A similar 
service, known as “TEX”, has been operated for a 
few months past between New York and the Nether- 
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lands. Various governmental agencies and business 
firms in the American capital and their Dutch con- 
tacts can now communicate back and forth at the 
rate of 60 words a minute. The charge will be $3 a 
minute with a minimum of $9, rather than the 
traditional word-count formula. 


For the first time in transportation history, 
scheduled all-cargo service on a single carrier system 
between numerous United States cities and such 
overseas cities as Paris, Geneva, Milan and Rome 
has become effective. Trans World Airlines will 
establish this interesting service on November 1, 
with DC-4 four-engine equipment operating between 
Los Angeles, Phoenix, Albuquerque, Kansas City, 
Chicago and New York. Capable of carrying a 19,000 
pound payload, these aircraft will connect at New 
York with the airline’s North Atlantic DC-4 flights 
of cargo carriers. TWA estimates that the new trans- 
continental all-cargo service will enable it to handle 
about three times the volume of its present cargo 
capacity. 


The heating trade has been offered a new and in- 
genious horizontal warm air furnace by United 
States Radiator Corporation. This gas-fired device 
has a quiet, powerful blower that assures positive 
circulation of clean filtered air. Because of its hori- 
zontal construction, the furnace can be installed 
under a floor, in an attic or suspended in a utility 
or ordinary furnace room. The new model is now in 
production and immediate shipments are being 
made. 


Gulf Oil Corporation is operating six service sta- 
tions built of attractive stone on the newly opened 
$87 million link of the Pennsylvania Turnpike. This 
most modern highway in the world, now stretching 
for 260 miles, including the new 100-mile link, is on 
the way towards paying for itself through substan- 
tial toll revenues and concessions. During the last 
decade, an average of more than 6200 cars have used 
the highway daily and paid an average toll of $1.65 
each for the privilege. 


Since the Korean incident, the general accelera- 
tion in industrial activity has stimulated the utilities 
to step-up and expand their already large program 
to generate more electric power. Westinghouse Elec- 
tric Corporation reports that in the first nine months 
of this year, the company booked three times as many 
orders for new generating equipment as in all of 
1949. In some cases steam turbine orders have been 
placed for delivery as far ahead as 1953. 


Dow Chemical Corporation has started construc- 
tion of a new plant near New London, Connecticut, 
for the manufacture of Styron, the company’s popu- 
lar plastic. The location assures New England 
molders top service, as the site is in the heart of the 
eastern plastics industry. The new facility is situated 
on 80 acres of land adjoining the Thames River, per- 
mitting Dow to ship some raw materials from its 
Texas Division by water route. 


At least one leading railroad, the Chesapeake & 
Ohio, condemns the rental plans offered by some of 
the insurance companies as a medium for acquiring 
new rolling stock. Robert R. Young, chairman of this 
road, recently announced an intention to stick to the 
old-fashioned equipment trust method, as he con- 
siders it less costly. Incidentally, Mr. Young dis- 
closed that he soon will launch a new attempt to gain 
control of the New York Central. 
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Allen B. Du Mont Laboratories, Inc. has introduced 
an advanced television receiver, a de-luxe West- 
minster 11 model, claimed to offer eight separate en- 
tertainment services, the most comprehensive com- 
bination ever produced by the industry. Among 
other features, the new teleset uses a 19-inch picture 
tube giving a 208-square inch direct view picture, 
full range static-free FM radio reception, standard 
AM radio reception, automatic phonograph playing 
all sizes and speeds of records, a high fidelity tape 
recorder which makes permanent records of radio 
programs or TV sounds, and an automatic timelock 
that turns on or off all the services according to 
pre-set times. This do-all model uses 48 tubes and 5 
rectifiers in its hand-rubbed mahogany cabinet. 


Polystyrene will join coffee as another popular 
Brazilian product within a year, according to an an- 
nouncement by Koppers Company, Inc. The Chemi- 
cal Division of this concern has made arrangements 
to cooperate with Brazilian interests in the construc- 
tion and operation of a plant near Sao Paulo, Brazil, 
to produce approximately 3 million pounds of poly- 
styrene annually. The basic ingredient of this chemi- 
cal, styrene monomer, will be furnished by Kopper’s 
plant at Kobuta, Penn., and the company will supply 
much of the equipment for the new plant. 


General Motors Corporation has undertaken a 
major program to reduce highway accidents, with 
the counsel of the National Commission on Safety 
Education. A new, comprehensive and correlated 
series of motion pictures and slide films on driver 
education for use in high schools throughout the 
country has been provided. The films offer a valuable 
supplement to other driver instruction methods, ad- 
ding clarity and interest by visualizing situations 
difficult to portray by any other means. 


A snake-shaped farm 50 feet wide and 800 miles 
long has been created by a large pipeline company, 
according to the American Petroleum Institute. The 
management of the pipeline concern is putting its 
long right-of-way to constructive use by hiring agri- 
cultural experts to direct the planting of proper crops 
all along the route. The project may pay off well, 
benefits the land owners adjacent to the line, pro- 
motes soil conservation and stimulates interest in 
scientific agriculture. 


A short-cut photo process that eliminates fixing 
and washing of prints has been developed by East- 
man Kodak Company’s research laboratories. The 
process uses so-called “stabilizer”? chemicals which 
react with silver halides of the photo emulsion to 
produce a compound that is relatively stable to light, 
heat, humidity and atmospheric effects. By this 
method, large quantities of prints can be more 
quickly finished with a minimum of equipment. 


In order to attain investment diversification, 
Graham-Paige Corporation has acquired all the capi- 
tal stock of the Whitney Apollo Steel Company. The 
latter concern has a monthly capacity of 20,000 tons 
of sheet steel produced in two rolling mills, one at 
Apollo, Pa. and the other in Portsmouth, Ohio. 
Whitney Apollo has an annual volume close to $30 
million. The new president will be John J. Bergen, 
chairman of the executive committee of Graham- 
Paige Corporation. In due course the steel company 
subsidiary may become the nucleus of a group of 
other units in its industry, carefully selected to inte- 
grate operations. Graham-Paige now functions as a 
closed end investment trust. 
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The Personal Service Department of THE MAGAZINE.OF WALL STREET 

will answer by mail or telegram, a reasonable number of inquiries on 

any listed securities in which you may be interested or on the standing 

and reliability of your broker. This service in conjunction with your 

subscription should represent thousands of dollars in value to you. It is 

subject only to the following conditions: 

1. Give all necessary facts, but be brief. 

2. Confine your requests to three listed securities at reasonable intervals. 
No inquiry will be answered which does not enclose stamped, self- 


addressed envelope. 


envelope. 


3. 
4. No inquiry will be answered which is mailed in our postpaid reply 
5. 


Special rates upon request for those requiring additional service. 





McKesson & Robbins 

“T have been a subscriber to your 
magazine for over 25 years and the 
continuous perusal of your publication 
has helped me in building up my invest- 
ment capital. I would appreciate receiv- 
ing recent pertinent data on McKesson 
& Robbins.” 


H. M., Albuquerque, New Mexico 


McKesson & Robbins had a net 
profit of $8,232,105, after provi- 
sion of $5,104,434 for Federal in- 
come taxes, for the fiscal year 
ended June 30, 1950. This profit 
was equal to $4.55 per share on 
the common stock, after preferred 
dividend requirements. It com- 
pared with a profit. of $8,812,593, 
after provision of $5,645,489 for 
Federal income taxes in the pre- 
vious fiscal year, equal to $4.90 
per share after preferred dividend 
requirements. 

Net sales of $367,581,792 were 
the highest in the company’s his- 
tory, representing an increase of 
$10,945,737 over the previous 
year. Gross profit percentage was 
approximately the same. Whole- 
sale drug sales continued to in- 
crease and substantial improve- 
ment was made in both sales and 
profits of the McKesson Labora- 
tories. Sales of the Liquor Depart- 
ment were approximately the same 
as in the previous year and profit 
was less, due to increased cost of 
whiskey sold and to increased ex- 
penses. 

During the year there was no 
material change in the general 
price level of drug products. 

Current assets totaled $110,- 
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927,498 and current liabilities 
were $38,207,792, resulting in net 
current assets of $72,719,706. 
This represents an increase of 
$2,432,092 over June 30, 1949. 

Inventories were higher, the re- 
lationship to sales volume remain- 
ing satisfactory. 

In referring to the arrange- 
ments that had been made for a 
private loan of $22 million with 
which to redeem its 150,000 shares 
of $4.00 cumulative preferred 
stock and add to working capital, 
the company states that this 
financing, based on income tax 
rates now in effect, would improve 
the earnings available for the com- 
mon stock by approximately $350,- 
000 a year. The preferred stock 
was called for redemption on Oc- 
tober 15 at $101.00 per share. 

Dividends including extras 
totaled $2.65 a share in 1949 and 
$2.05, which includes an extra, has 
been paid thus far in the current 
year. 


Royal Typewriter Company, Inc. 

“Have the sales of Royal Typewriter 
Company shown a steady rise in the past 
ten years? Also, please advise on recent 
revenues and working capital position.” 


E. T., Bethlehem, Pa. 


Net sales of Royal Typewriter 
Company, Inc., for the fiscal year 
ended July 31, 1950 were $43,472,- 
442. Net sales in 1949 fiscal year 
were $42,554,891. 

Additional revenues of $2,739,- 
295 from rentals, repairs and mis- 
cellaneous sources brought total 
revenues to $46,211,737, compared 
with $45,182,063 in the fiscal year 


ended July 31, 1949. 

Net income, after providing 
$2,394,447 for Federal taxes on 
income, totaled $3,909,428 or $3.39 
a share on the 1,074,472 outstand- 
ing common $1. par shares, after 
dividend payments of $263,825 on 
the 37,686 shares of 7% cumula- 
tive non-callable preferred stock 
outstanding. This compares with a 
net income last year of $3,692,650, 
or $3.19 a share on the common 
stock, after providing $2,251,776 
for Federal taxes on income after 
payments of preferred dividends. 

Current assets of $21,504,067 
were four times current liabili- 
ties of $5,348,159. Net working 
capital was $16,155,908 on July 
31, 1950, as compared with $15,- 
349,208 at the close of the previous 
fiscal year. 

Sales over the last ten years 
have shown a steady rise, from 
$25,519,981 in 1941 to $46,211,737 
in 1950. Working capital rose in 
this period from $9,543,724 in 
1941 to $16,155,908 this year. Net 
income in 1941 was $2,732,852 
against $3,909,428 — though its 
peak came in 1948 at $5,620,336. 

Despite international restric- 
tions on U. S. dollar shortages last 
vear, favorable progress was made 
in sales in foreign countries. 

Dividends in 1949 totaled $2.00 
per share and 50c quarterly has 
been paid in the current vear. 


National Air Lines 


“As the air transport industry is a 
growth industry, I would like to know 
how National Air Lines is progressing. 
Any pertinent data you can submit will 
be appreciated.” 

E. C., Baltimore, Md. 

National Air Lines showed a 
profit of $558,269 for the fiscal 
year ended June 30, 1950, com- 
pared with a net of $38,963 for the 
1949 fiscal year. The profit in the 
year just ended was equivalent to 
55.8 cents per share on the com- 
mon stock outstanding, compared 
with 3.9 cents in the previous year. 

Revenues in 1950 of $15,910,123 
were the highest in the company’s 
history, topping the 1949 record 
by 25%. Income from all sources 
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except mail increased. Air mail 
revenues declined 15%. 

Operating expenses were re- 
duced from $1.3895 per revenue 
mile in 1949 to $1.267 in 1950. 
Total operating expenses for the 
year, however, were $15,305,057, 
compared with $12,521,542 in the 
previous period, reflecting the 
growth in National’s operations. 

National Air Lines has shown 
good growth in revenue ton miles. 

Company also improved its fi- 
nancial position during the year 
by retiring long-term debt two 
years ahead of time, thus ending 
the year with no funded indebted- 
ness. 

Company’s aggressive sales and 
advertising program and sound 
control cost system were major 
factors in the improved revenue 
position. The company instituted 
low-cost Club Coach flights and 
luxury “Star” service during the 
year and conducted a vigorous 
promotional campaign to sell 
packaged tours. 

Last dividend was a stock divi- 
dend of 20% on January 15, 1946. 


Union Tank Car Company 


“With the demand for railway equip- 
ment increasing, I would be interested 
in ascertaining recent earnings of Union 
Tank Car Company and prospects over 
coming months.” 


S. C., Milwaukee, Wisconsin 


Consolidated earnings of Union 
Tank Car Company for the six 
months ended June 30, 1950 (in- 
cluding wholly-owned subsidiary) 
showed gross income of $8,838,- 
006, net profit of $2,130,953, equal 
to $1.98 per share on 1,076,797 
shares outstanding. This compares 
with first half 1949 gross income 
of $7,872,345, net profit of $1,508,- 
263, equal to $1.40 per share on 
the same number of shares out- 
standing. 

The increase in gross revenues 
in the first half of this year was 
due principally to increased utili- 
zation of company’s equipment in 
the United States and Canada, 
along with additional revenues re- 
ceived from liquefied petroleum 
gas cars completed in the latter 
part of 1949. 

Cost of maintenance and gen- 
eral expenses has been reduced as 
a result of economies which be- 
came operative in the second quar- 
ter of 1949. 

Bank loans have increased by 
reason of capital expenditures re- 
flected in Fixed Assets, and com- 
pany is now engaged in the con- 
struction of additional liquefied 
petroleum gas cars in its own 
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shops to meet the urgent require- 
ments of lessees. 

Increased military consumption 
of petroleum products plus domes- 
tic demand has resulted in greater 
utilization of equipment and it 
may be necessary for the company 
to construct additional general 
purpose cars in the near future to 
meet any emergency that might 
arise. 

Consolidated balance sheet as 
of June 30, 1950 showed total cur- 
rent assets of $8,497,637 and total 
current liabilities of $5,450,315 
leaving net current assets of 
$3,047,322. 

Dividends in 1949 totaled $2.60 
per share and $1.95 per share has 
been paid thus far this year. 


W. A. Sheaffer Pen Company 

“Are W. A. Sheaffer Pen Company’s 
sales and earnings on an uptrend this 
year? What dividends do they pay?” 


B. A., Butte, Montana 


Earnings of W. A. Sheaffer Pen 
Company for the first half of the 
current fiscal year, after provision 
for Federal taxes at 38%, of 
$758,800, were $1,237,996, equal 
to $1.53 per share of common 
stock. For the comparable period 
of 1949, net income was $1,093,- 
272, equal to $1.35 per share. 

Earnings for the half-year 
which ended August 31, were 13% 
higher than for the same period in 
1949, while sales were about 6% 
higher. The gain in earnings came 
in spite of the fact that there had 
been no increase in Sheaffer prices 
during the year. In fact, during the 
past ten years there have been no 
price increases on products con- 
stituting 94.7% of the company’s 
total dollar volume of business. 

Since September 1, the company 
has been on a six-day, 48-hour 
week for substantially all its pro- 
duction departments, to keep cur- 
rent with generally increased de- 
mand. Although the normal sea- 
sonal gains due to back-to-school 
and Christmas orders have been 
augmented by some “seare buy- 
ing’, the company’s position still 
is, that there is no need for heavy 
forward buying. The pen and me- 
chanical pencil industry as a 
whole, has ample facilities to take 
care of unusual demand resulting 
from the practice of presenting 
pens to men in the nation’s armed 
forces. 

Earnings for the fiscal year 
ended February 28, 1950 were 
$3.34 per share. 

Dividends including extras to- 
taled $1.60 a share in 1949 and 





$1.85 has been paid thus far in 
the current year. 


Duplan Corporation 


“Please give comparative earnings and 
sales record of Duplan Corporation for 
the past two fiscal years and also book 
value per share.” 


C. N., Toronto, Canada 


For the fiscal year ended May 
31, 1950, the Duplan Corporation 
reported sales and other income of 
$32,483,482 and net earnings of 
$2,018,456, equivalent to $2.11 per 
share. 

For the fiscal year ended May 
31, 1949, sales and other income 
were $36,612,322, net earnings 
were $2,714,889, equal to $3.00 
per share. 

Profit percent of sales in the 
1950 fiscal year was 6.21% against 
7.42% in the preceding year. Ex- 
pansion program in 1949. cost 
$2,171,534 and $944,390 was spent 
for this purpose in the 1950 fiscal 
year. 

Working capital as of May 31, 
1950 was $9,559,386 against $8,- 
077,114 in the preceding year. 
Book value as of May 31, 1950 was 
$16.72 per share against $16.02 in 
the preceding year. 

There has been a major increase 
in activity in the textile industry 
in the last few months and sales 
of Duplan have recorded a sharp 
increase in this period. 

In the past four years the com- 
pany has spent $9,300,000 for ex- 
pansion and plans to spend $5 mil- 
lion more before the end of its 
1951 fiscal year. Duplan has been 
rapidly expanding its mills in the 
South and by the end of 1951 ex- 
pects to have 60% of the original 
cost of its plants and machinery in 
this part of the country. In De- 
cember it will start its latest weav- 
ing mill in Burnsville, North Caro- 
lina, making a total of 10 mills in 
the United States and two in 
Canada. 

Government orders are now in 
production and an additional vol- 
ume can be produced without 
changes in machinery. 

Cash dividends in 1950 were 50¢ 
per share plus a 2% stock divi- 
dend in October. 

Duplan manufactures fabrics 
made of acetate, nylon, rayon and 
other yarns, and engages in com- 
mission “throwing” of such yarns 
for hosiery knitters and other 
manufacturers. Woven fabrics are 
sold in the raw as they leave the 
loom. Distribution is diversified, 
such as to converters of dress and 
specialty fabrics and to users of 
draperies and industrial fabrics. 
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Proof? You bet we have—thirty months of increasing 

sales. During the first six months of this year, Old Gold 

sales were the highest in history—even higher than in 
“ record-breaking 1949—and still going up. 


This is because we don’t claim to be something we’re not. 

We’re tobacco men, not medicine men. Old Gold cures 

just one thing: the world’s best tobacco. What’s more, 

Old Gold has been taught by experience . . . nearly 200 

old ; years of it... to blend that tobacco into what we think 
s 


is the world’s best cigarette. 
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That’s why, when we say “If you want a treat instead 
of a treatment, smoke Old Gold”—people do. 
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End of Dollar Famine? 





(Continued from page 121) 


London Financial Times ex- 
pressed it, “lose the defensive 
habits of thought acquired during 
the days of the dollar’s inordinate 
hardness and scarcity.” 

Before removing or liberaliz- 
ing their exchange and trade re- 
strictions, foreign countries will 
no doubt give thorough considera- 
tion to the future trend of their 
international payments with the 
United States. Can the dollar 
famine be regarded as definitely 
over? 

As was already pointed out, the 
purchases here of foreign coun- 
tries are likely to increase when 
their rearmament and stock-piling 
programs get under way. This 
would make the dollar gap widen 
again. On the other hand, the 











NEW ISSUES 


forces that have brought on the 
sharp decline in the dollar gap 
can be expected to operate for 
some time: We certainly will con- 
tinue to import heavily for some 
time to come, and the speed and 
scope of our own rearmament pro- 
gram will largely determine how 
much we will be able to export. 
The third consideration is what 
will happen to the flow of dollars 
which we are either investing or 
lending, or simply giving away in 
the form of various Government 
aids. Can the present rate of $5 to 
$6 billion (counting in the outflow 
of private capital and private 
gifts) be maintained indefinitely ? 
Considering the scope of defense 
assistance to Western Europe and 
the Far East, for which some $6 
billion was appropriated by Con- 
gress, it is difficult to see how the 
flow of goods and funds abroad 
can abate in the next year or so. 
On the other hand, in view of 
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the rapid recovery of the mone- 
tary strength of foreign countries 
(in another half-year, if the gains 
continue at the present rate, for- 
eign gold and dollar reserves will 
be back at the wartime levels), 
one cannot help wondering 
whether Washington is not being 
a little over-generous. 

In view of our heavy contribu- 
tion to the French defense plans 
($2.4 billion, a figure that is re- 
ported to have surprised the 
French themselves), France could 
undoubtedly manage well even if 
ECA aid should be sharply re- 
duced. At the same time, our 
heavy purchases of industrial raw 
materials at very high prices may 
provide many so-called undevel- 
oped countries with enough dol- 
lars to forego gifts and loans 
under the Point IV program, par- 
ticularly if additional dollars are 
provided through private capital 
investments. 

Briefly, the time may be ripe 
for re-examination of our direct 
aid program. In view of the dire 
need for lessening inflationary 
pressures in this country, any pos- 
sible cuts in foreign outlays are 
highly desirable. We are looking 
forward to the publication of a 
report which Mr. Gordon Gray, 
former Secretary of the Army and 
now the President of the Uni- 
versity of North Carolina, was 
asked to submit on the dollar gap 
and the co-ordination of military, 
political, and economic assistance 
to foreign countries. Some sugges- 
tions made in the report were ap- 
parently allowed to seep out. Con- 
sidering the amounts involved, the 
need for better co-ordination of 
our foreign outlays is obvious, not 
only to lighten the taxpayer’s bur- 
den, but also to maintain the hard 
currency character of the dollar. 





Re-Appraising the 
Oil Industry 





(Continued from page 127) 


unless Government controls again 
are imposed. 

Low labor cost is another im- 
portant consideration under to- 
day’s conditions. Scientific prog- 
ress has been so pronounced in 
refinery operations that manual 
labor has been reduced to a mini- 
mum. Large economies have been 
achieved in transporting and in 
packaging refined products for 
markets. These. savings have en- 
abled the industry to make avail- 
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able petroleum products at com- 
paratively low retail prices in 
spite of ever rising sales taxes im- 
posed by various Government and 
state agencies. Attractive prices, 
in turn, have permitted marketers 
to increase sales of gasoline and 
heating oils. In fact, the relatively 
low labor factor probably ac- 
counts more than anything else 
for the fact that oil has displaced 
hard fuels in the home heating 
market to such a great extent. 

Costs have been rising at the 
production end of the business, 
however, as producers have turned 
to newly developed equipment 
capable of reaching oil bearing 
sands at great depths. Geological 
and geophysical activities have be- 
come increasingly important in 
the discovery and development of 
new sources, and these factors 
have added to production costs. 
Overall costs of finding and pro- 
ducing crude oil are from 17 to 
20 per cent higher than a year 
ago, it is estimated. In the drilling 
industry, where labor still is rela- 
tively high, wage costs have ad- 
vanced about 8 per cent, it is said, 
and materials have advanced an 
average of about 10 per cent. 
Drilling costs, exclusive of survey- 
ing activities and completion ex- 
penses, now approximate $2.15 a 
foot for wells drilled to a depth of 
less than 3,000 feet. This repre- 
sents a rise of about 10 per cent 
in a year. 


Higher Drilling Costs 


The necessity for pushing wells 


to deeper sands and for installa- 
tion of greater pipe lengths as well 
as other materials accounts for in- 
creased original well costs. These 
factors, in conjunction with 
sharply rising demand, have given 
rise to intimations of an advance 
in crude oil quotations. Thus far 
integrated companies, which have 
been able to restore normal refin- 
ing and marketing margins, have 
shown little inclination to support 
pleas of smaller independent pro- 
ducers, although they generally 
admit that crude oil is not high in 
relation to many widely used com- 
modities. It is pointed out, as ex- 
amples, that oil would command 
as much as $4 a barrel, instead of 
$2.57, if it had risen as much as 
cotton; or $7 a barrel if the price 
had soared as much as for coffee. 

The possibility that domestic 
output had reached a peak for the 
year was suggested, however, by 
recent action of the Texas Rail- 
road Commission in lowering the 
state’s permissible output for 
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November. The latest order cut 
back the state’s allowable by 
26,808 barrels a day to 2.6 million. 
Domestic output has been main- 
tained at a high level for several 
weeks now in building up inven- 
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| transfer of this subscription shall be made without client's approval. 
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tories for the normally active win- 
ter season and to supply heavier 
military requirements. Production 
has been averaging somewhat 
more than 5.8 million barrels a 
day, compared with only about 5 
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Crown Cork & SEAL 
- CoMPANY, INC. 


PREFERRED DIVIDEND 


The Board of Directors has this day declared 
the Regularly Quarterly Dividend of fifty cents 
($.50) per share on the $2.00 Cumulative Pre- 
ferred Stock of Crown Cork & Seal pee co 5 
Inc., payable December 15, 1950, to the stock- 
holders of record at the close of business 
November 21, 1950. 


The transfer books will not be closed. 


COMMON DIVIDEND 
The Board of Directors has this day declared 
a Dividend of twenty-five cents ($.25) per 
share on the Common Stock of Crown Cork & 
Seal Company, Inc., payable November 29, 
1950, to the stockholders of record at the close 
of business November 8, 1950. 
The transfer books will not be closed. 
WALTER L. McMANUS, Secretary. 
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AND CARBON CORPORATION 
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A SPECIAL DIVIDEND of Fifty 
cents (50¢) per share on the out- 
standing capital stock of this Cor- 
poration has been declared, pay- 
able in cash on December 1, 1950 
to stockholders of record at the 
close of business November 3, 1950. 
KENNETH H. HANNAN, 


Secretary 




















rs DIVIDEND NOTICES a 
DEBENTURE: The regular quarterly 
dividend of $2.00 per share on the De- 
benture Stock will be paid Nov. 1, 1950, 
to stockholders of record Oct. 24, 1950. 
“A” COMMON and VOTING 
COMMON: A quarterly dividend of 
30 cents per share on the “A” Common 
and Voting Common Stocks will be paid 
Nov. 15, 1950, to stockholders of record 
Oct. 24, 1950. 

A. B. Newhall, Treasurer 
Dennioon Manufachning So. 


Framingham, Mass, 
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9% YIELD 


One of the leaders in the Furniture Indus- 
try. Financially strong. Largest backlog of 
orders in its history, since inception 44 
years ago. Descriptive details on request. 


WEBER-MILLICAN CO. 
Members Nat’] Ass’n of Securities Dealers 
61 Bway, N. Y. 4 BO 9-6163 








million daily at this time a year 
ago. 

Supplies have been built up toa 
level that appears adequate for 
ordinary needs and industry au- 
thorities see no need for anxiety 
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over a_ shortage. Accordingly, 
there has been no indication otf 
action aimed at rationing either 
gasoline or heating oils. Gasoline 
stocks at the middle of October 
stood at 103.8 million barrels, 
compared with 102.8 million on 
the corresponding date a year 
earlier. Residual fuel oil stocks 
were substantially lower than at 
this time in 1949, and this situa- 
tion is attributed to active’ pur- 
chasers by consumers in August 
and September in fear of a pos- 
sible shortage. Stocks in storage 
stood at 42.8 million barrels in 
mid-October, compared with 69.1 
million at the same time a year 
ago. Virtually all other products 
in storage were as plentiful as a 
year ago. 

From these comments it may be 
seen that fundamental factors are 
favorable for the oil industry 
which is well prepared to meet the 
nation’s requirements in a de- 
fense economy. It may be appyo- 
priate now to turn to financial as- 
pects, such as earnings and divi- 
dend policies, as they may affect 
investment characteristics of indi- 
vidual companies. 

In general it may be noted that 
earnings of representative con- 
cerns show promise of worthwhile 
gains over 1949 and, since capital 
expenditures have not increased 
proportionately, dividend policies 
may be expected to be more 
liberal than in either 1948 or 1949. 
For a representative group of oil 
companies, net profit averaged 
about 15 per cent lower in the first 
quarter this year than in the cor- 
responding period of 1949, but for 
the first six months these com- 
panies showed only a nominal de- 
cline from a year ago. Preliminary 
calculations suggest that results 
for the first nine months mav 
average 5 to 10 per cent ahead of 
the corresponding period of 1949. 


Earnings Trends 


Somewhat more than half of 
the better known companies re- 
corded lower earnings in the first 
half this year, but several were 
able to score gains, and this prog- 
ress in many cases was due to en- 
larged production. A few ex- 
amples may serve to indicate 
where improvement has occurred. 
Lion Oil reported net profit for 
the first half this year of $3.05 a 
share, compared with $2.01 in the 
corresponding period a year ago; 
Phillips Petroleum $3.64 against 
$3.63 ; Plymouth Oil $3.01 against 
$2.08: Shell Oil $2.93 compared 
with $2.79; Socony-Vacuum $1.45 


against $1.41; Standard of New 
Jersey $5.27 against $4.54; Sun- 
ray Oil $1.83 compared with 80 
cents, and Tide Water Associated 
$2.25 against $2.17 a share. 

Detailed statistics on earnings, 
dividends, balance sheet items 
and other relevant data are pre- 
sented in the accompanying com- 
pilation, to which reference 
should be made for other informa- 
tion relating to investment quali- 
ties of stocks under discussion 
here. 

Marketing companies—that is, 
large integrated concerns which 
have placed important stress on 
distribution—are in line to benefit 
from recent price increases on re- 
fined products, especially heating 
oils which have been depressed 
for more than a year. Hence, com- 
panies like Socony-Vacuum, Stan- 
dard Oil of New Jersey and Indi- 
ana Standard, serving populous 
residential areas where large sup- 
plies of heating oil ordinarily are 
sold, appear well situated to re- 
cord earnings improvement in the 
final quarter this year and in the 
first three months of 1951. 


Tax Position 


In evaluating earning power of 
oil shares, it is essential that tax 
liabilities be taken into considera- 
tion. As mentioned previously, oil 
producers enjoy a special advan- 
tage in this respect. It seems evi- 
dent that companies in this indus- 
try would be less seriously affec- 
ted by an excess profits tax than 
would the average industrial con- 
cern. In the first place, exemptions 
are expected to be based on aver- 
age post-war earnings, and almost 
all leading oil companies fared 
well in this respect in 1946-1949. 
To see how favorable is this fac- 
tor, a few sample calculations may 
be surveyed. 

We may assume, for instance, 
that the exemption base in any 
excess profits tax law would ap- 
proximate 75 per cent of average 
net profit for the years 1946 
through 1949. If the EPT levy 
should be fixed at 80 per cent after 
a 45 per cent normal and surtax, 
one may estimate that Standard 
Oil of New Jersey could earn about 
$8.50 a share, for example, 
against an estimated $11.25 this 
year on a 42 per cent tax rate. 

Similarly, Socony Vacuum 
might be able to show $2.90 a 
share, against an estimated $3.25 
for 1950; Amerada $8.75 against 
possibly $9 a share this year; 
Texas Company about $8.50 com- 
pared with an estimated $8.75 for 
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this year; Standard Oil of Indi- 
ana about $6 a share against $7.50 
estimated for 1950; Tide Water 
Associated $4 a share against $5 
for 1950; Pure Oil $6 compared 
with an estimated $6.25 for this 
year; and Ohio Oil $4.75 a share 
against a possible $5.75 this year. 

Since depletion allowance is ap- 
plicable only to that portion of 
gross income derived from pro- 
duction, wholly producing con- 
cerns enjoy greatest protection 
against tax increases. It is pos- 
sible, of course, that in the new 
tax legislation, pressure may be 
exerted on Congress to reduce the 
2714 per cent depletion allowance, 
and such an effort might have an 
adverse effect, psychologically at 
least, on oil shares. It seems il- 
logical, however, to think that 
Congress would do away with the 
protection for extractive indus- 
tries altogether and accordingly, 
oil companies are likely to main- 
tain their preferred position in re- 
lation to rising tax trends. 





The Dynamic Natural Gas 
Industry 





(Continued from page 129) 


for by-products sold partly ac- 
counted for the lower earnings, 
but large interest charges shared 
in the blame. A funded debt of 
$143 million incurred to construct 
a 26-inch pipeline for the trans- 
portation of gas to the California 
line represents more than 70% of 
total capitalization and until the 
line is operating at capacity, in- 
terest charges will be a drag on 
earnings. 

The company is now building 
facilities that will expand total 
delivery capacity from a present 
675 million cubic feet daily to more 
than a billion cf, the bulk of which 
has been contracted for by the 
Pacific Gas & Electric System. 
Earnings of $1.02 per share in 
the first half of 1950 indicate a 
moderate improvement and look- 
ing ahead, they should expand sub- 
stantially in view of firm contracts 
on the books. 


American Natural Gas Co. 
How rapidly the earnings of a 


well integrated natural gas com- 
pany can expand as a result of 


increased pipeline capacity is well 


shown by the experience of Ameri- 
can Natural Gas Company in the 
current year. Late in 1949, a 
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newly constructed pipeline ex- 
tending from Texas to Michigan 
went into operation to supplement 
supplies furnished by Panhandle 
Eastern Pipe Line. In _ conse- 
quence, operating revenues for 
12 months ended August 31, 1950, 
rose smartly to $83.6 million from 
$59 million for the calendar year 
1949. Net earnings by the same 
comparison advanced to $2.17 a 
share from $1.57. By adding more 
compressors, when deemed wise, 
the company can at any time more 
than double the quantity of gas 
flowing through the new pipeline; 
hence earnings should continue to 
rise. 


United Gas Corporation 


The United Gas Corporation 
and its subsidiaries comprise the 
largest integrated natural gas 
system in the country, controlling 
about 15 trillion cubic feet of 
proven reserves and a vast system 
cf pipelines that facilitate sales in 
Texas, Louisiana and Mississippi 
as well as to other connecting 
points. Production of crude oil 
and its derivatives supplement ac- 
tivities in natural gas. A _ basic 
low cost for the gas and the huge 
available quantity have created 
large markets seeking fuel for 
electric generation. Earnings of 
United Gas in the first half of 
1950 improved on the 1949 an- 
nual rate of $1.43 per share and 
seem likely to equal at least $1.70 
for the full year. 

One of the oldest natural gas 
companies, Southern Natural Gas, 
is spending more than $32 mil- 
lion this year to extend its pipe- 
line system in the southern states 
where industrial expansion is 
making great strides. As sales of 
gas direct to manufacturing com- 
panies are not regulated by the 
FPC, this creates somewhat of 
an operating advantage for this 
concern. Proven gas reserves as- 
sure an adequate supply for at 
least 25 years to come. Reported 
earnings of $3.87 per share for 
12 months ended September 30, 
1950, exceeded last year’s annual 
rate by 18% and upon comple- 
tion of the 1950 improvement pro- 
gram, further gains will be a logi- 
cal expectation. 

In any recessive period, the 
earnings of pipeline operators 
may prove more stable than those 
of natural gas producers, because 
of long term contracts for the 
purchase and sale of gas which 
often include escalator clauses. 








INVESTMENT COMPANY 
OF ILLINOIS 


8QTH CONSECUTIVE DIVIDEND 
ON COMMON STOCK 


The Board of Directors voted a 
25 per cent stock split up, distrib- 
utable November 22, 1950, to 
stockholders of record at the close 
of business November 15, 1950. 


The Board also declared an in- 
creased quarterly dividend on the 


Common Stock of 40 cents per 
share, which also applies to addi- 
tional shares resulting from the 
stock split up, payable December 
1, 1950, to stockholders of record 
at the close of business November 
15, 1950. 

This completes 20 years of con- 
secutive quarterly dividend pay- 
ments on the Common Stock. 


D. L. BARNES, JR. 


Treasurer 
October 23, 1950 


Financing the Consumer through na- 
tion-wide subsidiaries — principally : 
Public Loan Corporation 
Loan Service Corporation 
Ohio Finance Company 
General Public Loan 
Corporation 














SAFEWAY STORES 


INCORPORATED 


Preferred and Common 
Stock Dividends 


The Board of Directors of Safeway 
Stores, Incorporated, on October 11, 
1950, declared a quarterly and an 
extra dividend on the Company’s $5 
Par Value Common Stock and regular 
quarterly dividends on the 4% Pre- 
ferred Stock and 5% Preferred Stock. 

The dividend on the Common 
Stock is at the rate of 60c per share. 
The additional extra dividend is 30c 
per share. Both dividends are payable 
December 14, 1950 to stockholders 
of record at the close of business 
December 4, 1950. 

The Dividend on the 4% Preferred 
Stock is at the rate of $1.00 per share 
and on the 5% Preferred Stock at the 
rate of $1.25 per share. Both pre- 
ferred dividends are payable January 
1, 1951 to stockholders of record at 
the close of business December 4, 1950. 


MILTON L. SELBY, Secretary. 


October 11, 1950. 








The glamorous prospects for sev- 
eral of the huge new pipeline sys- 
tems constructed in postwar have 
aroused widespread _ speculative 
enthusiasm. 
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Among these most prominent 
new enterprises is Texas Eastern 
Transmission Corporation, owner 
of the former Big Inch and Little 
Inch Lines now about to tap the 
lush markets of New York City 
through local utilities, and already 
operating very successfully. Ten- 
nessee Gas Transmission Company 
has more than 2900 miles of line 
in operation and hopes to construct 
1100 more miles to serve New 
England. Panhandle Eastern Pipe 
Line Company operates a big 
mileage from the Texas fields to 
Michigan and will build a 740 mile 
line from Louisiana to Illinois. 
Shares of this latter company are 
listed on the New York Stock 
Exchange and, as our table shows, 
its earnings are trending steadily 
upward. 

All of the twelve natural gas 
concerns we have tabulated are 
dividend payers. That the yield 
on their shares is sometimes rela- 
tively moderate compared with 
those of equally sound electric 
utilities can be attributed mainly 
to their brighter potentials for 
growth. In the current year, the 
price of natural gas shares has 
generally followed the broad mar- 
ket uptrend, but for long term 





MANY STOCKS HAVE GONE THROUGH 
THE 1946 HIGHS 
Will This Move Continue or is 
a Break Imminent? 
To Protect Your Profits 
You Need These 


964 CHARTS 


In the New November Issue of 


GRAPHIC STOCKS 


The most comprehensive book of stock 
charts ever published . . . shows 

e Monthly Highs and Lows 

@ Annual Earnings 

e Annual Dividends 

e Latest Capitalizations 

e Monthly Volume of Shares Traded 
of virtually every stock actively traded on 
the N. Y. Stock and Curb Exchanges for 
nearly 12 years to November 1, 1950. 
Also—42 Group Averages printed on 
transparent paper, and the Dow-Jones 
Averages from 1926. 
GRAPHIC STOCKS thus enables you to 
make quick and profitable decisions with- 
out having to plow through heavy statis- 
tical books. 
This Spiral Bound book, 81% x 11 inches, 
will be off the press in a few days. 

SEND YOUR ORDER TODAY 

for prompt delivery. 


INGLE SONY: 5. SrtexSitaaccen $10.00 
Yearly (6 Revised Issues)................ 50.00 
1924-1935 Special Edition................ $15.00 
1924 to Nov. ‘50 (3 books)................ 25.00 


F. W. STEPHENS 


15 William St., New York 5 
Tel.: HA 2-4848 
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investors not too strongly in- 
fluenced by current yield, selected 
shares in this group hold consid- 
erable appeal. 





The Comeback Of Western 
Union 





(Continued from page 181) 


Through intensive promotion, 
the company has been landing a 
large share of lucrative private 
wire business, at last account now 
having about 450 systems in ope- 
ration. Only recently, Western 
Union connected 188 banks in 54 
cities with a private and mechani- 
cally operated service that has 
revolutionized inter-bank commu- 
nications. Many large industrial 
concerns, such as United States 
Steel Corporation, have similar 
wire service connecting all their 
numerous plants, and many other 
companies have adopted a similar 
policy. Western Union’s revenues 
from this source should continue 
to rise consistently from last 
vear’s $8.1 million. 

In order to finance postwar im- 
provements and to reduce indebt- 
edness, Western Union has had an 
advantage in being able to utilize 
annual depreciation funds that 
averaged around $14 million a 
year. Profitable sale of the com- 
pany’s large office buildings in 
New York and St. Louis, together 
with other property, and the dis- 
position of some security hold- 
ings, also swelled cash substan- 
tially. In 1947, the company addi- 
tionally had net earnings of $9 
million, mainly because of advan- 
tages accruing from the long tele- 
phone strike. 

As for debt reduction, the com- 
pany despite deficits in the past 
two years was able to purchase in 
the open market some sizable 
amounts of its funded debt at a 
considerable discount. In conse- 
quence, the bonds outstanding by 
the end of 1949 shrank to $62.9 
million compared with $80 million 
three years before, in the process 
reducing annual interest charges 
by about $700,000. As of May, 
1950, Western Union retired an 
additional $8 million bonds that 
were due, and without resort to 
temporary borrowing. 

Just recently, the company ar- 
ranged a 5-year $12 million loan 
bearing 314% interest with a 
group of banks. From the pro- 
ceeds of the new loan plus cash in 
the treasury, it was announced 
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that a balance of $2 million due 
the FRC would be paid, and that 
$15,286,000 of Western Union 
5% bonds due December 1, 195] 
would be redeemed a year before 
maturity. Upon completion of this 
financial program, the company 
will have reduced its outstanding 
debt by more than $41 million in 
the space of about six years, thus 
notably lowering burdensome 
charges for annual interest, while 
at the same spending $90 million 
for plant improvements. 

On the appended table we pre- 
sent statistics relative to the quar- 
terly operations of Western Union 
since the fall of 1948. In the period 
under review, it is interesting to 
note how gross revenues until re- 
cently rather steadily declined, a 
fact largely attributed by the man- 
agement to the adverse effect of 
excise taxes. Although greatly 
stepped up defense spending now 
precludes any early elimination of 
these “luxury” taxes, the com- 
pany’s gross revenues have sub- 
stantially risen in the latest quar- 
ters of 1950, and to judge from 
gross income of $32.2 million for 
two months ended August 31, they 
may rise to around $48 million in 
the September quarter. 


Widening Operating Margins 


This portends widening oper- 
ating margins and net earnings 
for nine months may be around 
$4.50 a share compared with a 
deficit of $3.91 a share in the same 
period last year. Since the final 
quarter usually is affected by 
favorable seasonal influences, the 
showing for the full year should 
be quite encouraging, although it 
may be slightly distorted by non- 
recurring income tax credits early 
this year. In reporting net earn- 
ings of $3.92 per share for the first 
eight months of 1950, though, al- 
lowance has been made for higher 
tax rates. 

On the whole, the management 
of Western Union deserves a lot 
of credit for pulling their com- 
pany out of quite a deep hole, and 
their 24,000 stockholders before 
long may again receive dividends 
after a lapse since early in 1948. 
In its 100-year experience, the 
company has never defaulted on 
its fixed obligations, and while an- 
nual earnings have been variable, 
except at rare intervals such as the 
last few years, profits have per- 
mitted the payment of some divi- 
dends. While very clearly, Western 
Union has attained new standards 
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of operating efficiency and is more 
soundly financed than for years 
past, it should be realized that 
many problems remain to be 
solved, and that dividend policies 
consequently will likely be quite 
conservative for some time. 
Recent price of 39 for Western 
Union Class A common compares 
with a 1950 low of 195 and a high 
of 41%. Such a rapid advance 
within a short time rather detracts 
from the speculative appeal of the 
shares, and the current price has 
substantially discounted the out- 
look for dividend resumption. It is 
quite possible, though, that his- 
tory may prove the present price 
to be not unreasonable if the 
shares are held for the long pull in 
anticipation of stable earning 
power. There is every indication 
that the company is on the thres- 
hold of a constructive period. 





The Future of the Dollar 





(Continued from page 110) 


as defense orders begin to flow in 
bigger volume. The crackdown of 
the Federal Reserve Board on con- 
sumer and mortgage credit should 
insure at least temporary stability 
and with the help of other mea- 
sures could bring inflation under 
control. But these measures must 
be taken in time if they are to 
strengthen effectively the body 
blows already dealt to inflation 
through FRB action. 


Other Measures 


They might include a moderate 
hiking of interest rates, an in- 
crease in reserve requirements, 
additional taxes. Jointly, these 
and other measures can _ likely 
bring more balance between the 
forces of inflation and counter-in- 
flation than we have witnessed in 
a long time. The important thing 
is that such inflation as mav be 
generated by the increased de- 
fense spending will not be piled 
on top of the inflation previously 
created by easy money and easy 
credit. 

The fact is, of course, that the 
fight against inflation is not 
simply a matter of inducing or 
forcing the public to curb its buy- 
ing and increase its saving. The 
real fight against inflation has to 
be fought also at the points where 
Government monetary and fiscal 
policies are designed, that is the 
Federal budget and the manage- 
ment of the Federal debt. 
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That is one of the most impor- 
tant considerations, apart from 
the actual scope of defense out- 
lays themselves. Should they 
greatly exceed the currently pro- 
jected $30 billion annually, fiscal 
and monetary measures designed 
to keep prices in check would 
probably be of diminishing influ- 
ence. In that event, further infla- 
tion and corresponding deprecia- 
tion of the dollar’s purchasing 
power would have to be taken for 
granted because taxes could 
hardly be raised sufficiently. And 
while further inflation could be 
cloaked for a while by price con- 
trols, any removal of controls 
would quickly reveal it to its full 
extent. 





Which Common Stocks 
As Inflation Hedges? 





(Continued from page 113) 


and Chemical, and Mathieson 
Chemical. Leading chemical is- 
sues, too, qualify to the extent 
that they own mineral resources, 
and most of them do. But again, 
in presenting these brief summary 
comments, it should be stressed 
that basic investment criteria 
should never be ignored when con- 
templating any commitments. 

For proper perspective, it must 
be said that even common stocks 
seemingly most suited for protec- 
tion purposes afford no perfect or 
sure-fire hedge. The failure of 
common stocks as a class to move 
consistently in harmony with com- 
modity prices has been illustrated 
on many occasions in the past. For 
example, the large portion of the 
wartime and postwar price infla- 
tion occurring after 1916 pro- 
duced little net advance in stock 
prices because American entrance 
into the war had immediately 
changed the basis for profits. Dur- 
ing the 1920’s, the great stock 
market boom developed with no 
advance at all in the general price 
level, simply because other condi- 
tions were favorable. And again, 
the 50 rise in commodity prices 
during 1946 and 1947 was accom- 
panied by a general decline in 
stock prices. 


Need for Careful Selection 


Experience suggests therefore 
that though common stocks may 
reasonably be employed as anti- 
inflation protection, they must be 
carefully chosen not alone with 
that purpose in mind but also with 


due consideration of other factors. 
Even if you buy qualified stocks, 
what next? In complete inflation, 
not a likely prospect in this coun- 
try, you cannot take profits with- 
out losing your protection. You 
must hold tangible assets until 
their values—as after the German 
and French inflations—are expres- 
sed in terms of a new currency, at 
which time you will have some 
loss, and probably a good sized 
one though far less than if you 
had been holding bonds, or cash, 
or bank deposits. 

In limited inflations such as 
ours, which essentially is of the 
creeping variety, there may be 
many interruptions, followed by 
temporary deflationary periods. 
Unless you are determined to stick 
to your holdings indefinitely, you 
will be tempted to take profits 
when such deflationary interludes 
occur, or appear in the offing. In 
that event you will have to take 
your profits fairly near the top of 
the move or see much of them 
wiped out in the ensuing deflation. 

There is nothing easy or simple 
about an inflation hedge program. 
But any sensibly conceived pro- 
gram is certainly better than 
standing pat on fixed income in- 
vestments, or neglecting to diver- 
sify your common stock holdings 
with an eye toward reducing, to 
the extent possible, the purchasing 
power risk usually associated with 
inflationary periods. 

At this time, it would be prema- 
ture to assume that “big” inflation 
is just around the corner. On the 
contrary, we may be in for a defla- 
tionary trend during the next six 
months—until the arms program 
gets rolling—and by then, defla- 
tionary measures already under- 
taken may have considerably re- 
duced the inflation threat. Just 
how much, remains to be seen. 
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For Profit and Income 





(Continued from page 133) 


if the Cubans still had it, the main 
difference being that, in getting 
rid of it, Cubans are now in a 
better position to go on with over- 
production. Sugar shares have re- 
acted moderately from _ post- 
Korean war highs, and at the re- 
duced levels probably continue to 
have below-average market poten- 
tials. This column thinks most of 
them are good candidates for 
switching out of. 


Rayon 


Output of the favored rayon in- 
dustry this year will exceed all 
former levels, yet by no means 
represents any longer-term maxi- 
mum. Growth prospects are 
bright ; but the industry is subject 
to sharp and fairly short cyclical 
fluctuations, as was demonstrated 
on the downside as recently as the 
first half of 1949. It may well be 
subject to a mild reversal before 
long, in view of extensive forward 
buying. In order of investment 
merit, the best issue is American 
Viscose, now at 9614; followed by 
Industrial Rayon at 58; followed 
by Celanese at 3914. Purchases of 
any of these stocks probably 
should await a sell-off. 





A Study of 
Third Quarter Earnings 





(Continued from page 115) 


A progressive increase in unfilled 
orders this year to a peak of $37.8 
million on September 30, 1950, in- 
dicates that Blaw-Knox will ope- 
rate at a high level well into the 
first quarter of 1951 and probably 
beyond, while the character of its 
business may give it priorities for 
raw materials. 

Acme Steel Corporation has 
computed or recomputed 1950 in- 
come taxes at an effective rate of 
42%. Although a two weeks’ shut- 
down for vacations in July largely 
accounted for a slight decline in 
volume during the third quarter 
compared with the previous quar- 
ter, and Federal taxes were 
higher, this company earned 84 
cents per share versus 80 cents. In 
the circumstances it is evident 
that operating efficiency has im- 
proved. This factor in no small 
manner accounts for a rise in nine 
months earnings to $2.39 per 


share from $1.68 the year before, 
but an 18% advance in volume 
also contributed to the gain. The 
company reports that demand 
continues to exceed productive 
capacity and that allocations are 
being made to all customers. 
Orders for military requirements 
are taking an increasing share of 
capacity. 


Reliable Stores 


The third quarter experience of 
Reliable Stores Corporation car- 
ries some interest. This distribu- 
tor of furniture and jewelry items 
shared in the general rush of con- 
sumers to acquire goods, with the 
result that volume of $6.8 million 
in the September quarter was 
21% above the year before and 
net earning after giving effect to 
the new taxes advanced about 
45%. A respective comparison of 
net earnings per share, or $1.75 
versus $1.16, is distorted, though, 
because of fewer shares outstand- 
ing this year than last. Based on 
the old tax law, the management 
points out that net earnings in the 
third quarter would have gained 
more than 50%. Earnings of this 
company have shown progressive 
improvement throughout 1950, 
$3.67 per share for nine months 
comparing with $2.49 in the cor- 
responding period of last year. 

In the chemical industry, Com- 
mercial Solvents Corporation for 
the quarter ended September 30 
reported net earnings of 57 cents 
a share as against 35 cents the 
year before, although Federal in- 
come taxes of $1.16 million under 
the 1950 law compared with 
$513,200 in the related 1949 span. 
A sharp rise in third quarter vol- 
ume to $13.5 million from $8.9 
million a year earlier made the 
improved showing possible. In the 
first half year the company earned 
a total of only 53 cents a share 
before getting into its stride, 
hence earnings for nine months 
after tax adjustments advanced 
only moderately to $1.07 per 
share from 94 cents in the related 
interval of 1949. 


Monsanto Chemical 


Net sales of Monsanto Chemical 
Company rose progressively in the 
past five quarters, reaching a peak 
of $60.5 million in the September 
quarter of the current year, or 
44% above the same period last 
vear. If retroactive taxes applica- 
ble to the first half year are 
charged against third quarter 


earnings, a showing of $1.64 per 
share will result, but if the new 
rate were applied to the third 
quarter only, net earnings actually 
would have been $1.81 a share. 
Net income of $4.48 for nine 
months compared with $2.48 the 
year before shows what a light 
burden the increased tax rates 
are to this concern under favor- 
able operating conditions. 

How Hercules Powder Com- 
pany has forged ahead in the cur- 
rent year is well indicated by the 
company’s third quarter report. 
Quarterly earnings adjusted to 
the new tax rate were 94 cents a 
share in the first quarter, $1.24 in 
the second quarter and $1.68 in 
the third period. Federal taxes for 
the company were lifted by $776,- 
000 under the 1950 law, an 
amount equivalent to 29 cents a 
share on the common stock. Sales 
of $113.9 million for nine months 
were 27% above the correspond- 
ing level of last year, and net earn- 
ings of $3.86 per share advanced 
by 45%. Hercules Powder is a 
natural candidate for large scale 
military orders, but its normal 
output of industrial chemicals 
should continue in broad demand 
during the foreseeable future; 
hence the company’s volume po- 
tentials seem encouraging for 
some time to come, and plans are 
underway to increase capacity 
substantially. 


Robertshaw-Fulton 


During the quarter ended Sep- 
tember 30, 1950, Robertshaw- 
Fulton Controls Company re- 
ported the largest sales in the 
company’s history, with volume of 
$11.4 million up 62% compared 
with the year before. Net earnings 
on the common stock rose 144.2%, 
equalling $1.16 a share against 53 
cents in the like 1949 period. 
Furthermore, the entire tax in- 
crease for the first nine months of 
the current year was deducted 
from the third quarter results. 

As for the nine months showing, 
still better progress was reported ; 
net earnings after allowing for the 
new tax rate advanced to $3.73 
per share from $1.04 a year earl- 
ier, for a gain of 290%. The man- 
agement recently stated that back- 
log orders were expanding and 
that current sales were running 
at an annual rate of $45 million 
with no signs of slackening in the 
near term. 

Firm prices and a substantial 
rise in volume widened the operat- 
ing margins of numerous textile 
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Adjust Your Investment Program 


—To Take Advantage of New Investment Bargains 


UBSTANTIAL changes may be advisable in your security 
S holdings—your investment policy—as individual com- 
panies are affected by allocations, controls, increased 
taxes, military orders, price adjustments. Now is the time 
to turn to The Investment and Business Forecast for 
specific advice on your stocks—which to hold—which to 
discard—and for a sound investment program fitted to 
today’s conditions. 


1. When to Buy and When to Sell 
Our weekly market forecast . . . with chart of daily 


action .. . projects the trends and basic forces at work. 
Definite market advice is then 


3. Programs Fitted to Your Needs 


Securities selected are carried under our continuous 
supervision in specialized programs suited to your capi- 
tal, wishes and objectives. There are three programs: (a) 
Stressing Security of Principal and Assured Income— 
with Appreciation; (b) Dynamic Securities for Capital 
Building with Higher Dividend Potentials; (c) Low- 
Priced Opportunities for Large Percentage Profits. Each 
program comprises a fixed number of securities and it is 
our aim to have you contract or expand your position as 
we anticipate pronounced market weakness or strength. 
Sound selection and timing key- 








given which you can apply to 
your independent holdings and 
to our recommendations. In- 
cluded . . . with graphs... 
are Dow Theory Interpreta- 
trons of Major and Intermedi- 
ate Trends; also of our special 
Market - Support Indicator 
measuring supply and demand. 
The latter has been highly ac- 
curate in the past...and shows 
significant indications at this 
time. 


advance. 





2. Definite Advices on Intrin- 


ENROLL NOW ... For Our New 
Security Recommendations 


Join our Service today to be ready to take 
full advantage of our new selections of out- 
standing investment bargains under the war- 
economy outlook for 1950—and looking to 
1951. It is important to participate in our 
investment campaigns from their start—since 
we time our new purchases carefully and 
individual stocks can score substantial per- 
centage rises on the initial phase of their 


note FORECAST SERVICE. 


4. Continuous Consultation 


You are welcome to consult us 
... by mail or by wire ... on 
securities in which you are in- 
terested . . . as many as 12 at 
a time ... to place and main- 
tain your portfolio on a sound 
basis. We will advise you what 
to hold .. . switch . . . or close 
out. 


A Plus Service . . . These con- 
sultation privileges alone can be 

















sically Sound Issues 


All recommendations must meet our rigid evaluating 
factors in regard to: (a) Strategic position in a Mobilized 
Economy; (b) Financial Strength; (c) Proven Earning 
Power; (d) 6% to 7% Yields Amply Supported by Earn- 
ings. We also specialize in the selection of growth situa- 
tions in Low-Priced Stocks for Large Percentage Gains. 
Technical as well as fundamental factors are carefully 
considered as it is our steadfast policy to have you stra- 
tegically time your commitments. This overall analysis is 
fully applied to all selections . . . bonds and preferreds 
as well as common stocks. 


- worth hundreds and thousands of 
dollars to you in concentrating in potential leaders . . . in 
stable investment situations . . . in avoiding laggards... 
in keeping your position adjusted to the market’s outlook, 
as we build a strong military arm backed by organized 
industry. 


Enroll NOW for the protection and advantages of Fore- 
cast Service . . . especially in coming decisive market 
phases. At this time, you also have the advantage of our 
Special Offer of Free Service to November 21. Mail the 
coupon below today. 





Mail. Coupon 





FREE SERVICE TO DECEMBER 4, 1950 








Joday ! 
Special Offer 


THE INVESTMENT AND BUSINESS FORECAST 
of The Magazine of Wall Street, 90 Broad Street, New York 4, N. Y. 


I enclose [] $60 for 6 months’ subscription; [] $100 for a year’s subscription. 
(Service to start at once but date from December 4, 1950) 


SPECIAL MAIL SERVICE ON BULLETINS 





MONTHS’ " on ‘ é 
6 service $60 pad Ay ae egal ee 
Special Delivery: [) $4.00 six months; 
MONTHS’ T] $8.00 one year. 
12 SERVICE $100 IRIN eco ere OE bans OOO Bataan Mik 
Complete service will start at FCG OT IRR a erae Rat PP Ene eee Ea ea 
once but date from December 4. Te eT ee 


Subscriptions to The Forecast 
are deductible for tax purposes. 


NOVEMBER 4, 1950 





Your subscription shall not be assigned at 
any time without you t 





0 Telegraph me collect in anticipation of 
important market turning points...when 
to buy and when to sell...when to ex- 
pand or contract my position. 


List up to 12 of your securities for our 
initial lytical and advisory report. 
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manufacturers in 1950, and earn- 
ings comparisons with 1949 in- 
terim periods were from a rela- 
tively low base. Pacific Mills, for 
example, attained sales of $89.9 
million for nine months, with 
$32.6 million in the third quarter 
the highest in almost two years. 
Progressive improvement in net 
earnings pushed third quarter 
earnings to $2.73 per share from 
only 38 cents a year before, while 
for nine months, $6.76 a share was 
earned versus $2.49. In the cir- 
cumstances, stockholders of 
Pacific Mills were hardly surprised 
by the special dividend of 50 cents 
per share in cash and another of 
5% in stock, payable November 1. 

September quarter earnings of 
McKesson & Robbins advanced 
about 19% above the previous 
year’s level to $1.16 per share, the 
rate of gain closely following that 
of volume in the respective inter- 
vals; sales in the latest quarter 
were $105.3 million compared with 
$87.9 million in the eartier period. 
In order to effect tax savings on 
future operations, this concern 
called for payment of its $15 mil- 
lion of 4% preferred stock on 
October 15 from the proceeds of 
a $22 million term bank loan due 
1975 that bore interest at 2.8%, 
the balance being added to work- 
ing capital. By this transaction, 
senior charges were reduced, 
heavier deductions from taxable 
earnings were effected and cash 
resources substantially strength- 
ened. 


Motorola, Inc. 


In the three months ended Sep- 
tember 30, Motorola, Inc. dis- 
played its ability to keep abreast 
of the onward march of the tele- 
vision industry. The company 
achieved record sales of $54.2 mil- 
lion or three times those a year 
earlier. Net earnings in the third 
quarter climbed at an even faster 
pace by rising to $4.78 per share 
from last year’s 92 cents. On sales 
of $124.5 million for nine months, 
the company earned $9 million or 
$11.28 per share compared with 
$3.32 in the same 1949 span. As of 
mid-October, all four of Motorola’s 
manufacturing divisions were re- 
ported operating at new peak 
rates, despite earlier expectations 
that a scarcity of electronic com- 
ponents would preclude further 
gains. 

Caterpillar Company’s net earn- 
ings have progressively risen in 
the last five quarters, in the recent 
quarter reaching $2.48 a share as 
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against $1.11 in the like period of 
1949. Quarterly sales followed a 
similar pattern, rising steadily 
from $57.3 million in last year’s 
September quarter to $85.5 million 
in that of 1950. Demand for the 
essential products of this company 
under either rearmament or peace- 
time conditions should prove so 
stablethat Caterpillar is construct- 
ing a new plant that will add 700,- 
000 square feet of floor space to 
its manufacturing facilities. Be- 
cause of the character of this 
concern’s output, it should experi- 
ence little trouble in securing 
ample amounts of steel, either to 
complete its new plant or for en- 
larged production. 

A prominent producer of auto- 
motive parts, Eaton Manufactur- 
ing Company, reported a high vol- 
ume of close to $39 million in both 
the June and September quarters, 
representing a consistent rise in 
the course of a year. Although in- 
creased taxes pared September 
quarter earnings slightly, the com- 
pany reported net per share of 
$3.58 for nine months after allow- 
ing for taxes of $10.4 million that 
equalled $5.81 per share. For nine 
months of 1949, with lower taxes, 
$3.58 cents per share was earned. 
Current shipments of aircraft 
parts, axles and other items for the 
armament program still repre- 
sent a relatively small part of over- 
all sales, and the management 
states that military orders will not 
be substantial until some time in 
1951, and their full impact will not 
be reflected until well into next 
year. 


Future Outlook 


As already stated, the fourth 
quarter is likely to lag behind the 
excellent third quarter results but 
beyond that, the outlook is more 
obscure. There is general expecta- 
tion of an interim period of declin- 
ing business—largely because of 
credit curbs and restrictions—be- 
fore the arms program will get 
into its stride. This is bound to 
mean somewhat leaner earnings 
for affected industries such as 
building, automotive, electrical 
appliances and house furnishings, 
quite apart from the tax factor 
which by then will have crystal- 
lized. 

By the same token, dividend 
trends will then have to be reap- 
praised. While this doesn’t neces- 
sarily mean marked dividend cuts 
across the board, it does argue for 
more conservative policies for 
more than one reason. One is the 
element of labor. 


Whenever union leaders see in- 
dustry making good profits, they 
immediately launch demands for 
higher wages, and barring wage 
control, not quickly foreseeable in 
view of current trends—demands 
will continue with little regard of 
industry conditions. It makes little 
difference how corporate profits 
were made possible; the fact that 
they exist and have been rather 
high appears to sanctify new de- 
mands. 

It means that future dividend 
policy will have to be reviewed not 
only in the light of profits, but of 
labor’s profit sharing demands. 
Whereas a policy of retaining 
about a third of earnings was con- 
sidered conservative formerly, the 
tendency of late has been to plow 
back a good deal more. The wis- 
dom of this policy has been open 
to challenge but may yet prove its 
point. For if corporate manage- 
ment were to raise money in the 
usual manner, profits obviously 
would be smaller after the costs of 
financing have been paid. 

Managements, however fre- 
quently criticized, are not lacking 
in sympathy for the stockholder 
as recent increased dividend lib- 
erality shows. But they also must 
handle their finances in a manner 
apt to keep their businesses 
strong. If under such policies, 
stockholders have benefitted rela- 
tively less, it is because benefits 
have gone primarily to labor in 
many cases. 

This tug-of-war will again grow 
in intensity as profits show a ten- 
dency to ease off, for reasons 
stated, and wage costs will remain 
either high as at present or rise 
further if new demands material- 
ize. Moreover, the tax bite will 
become bigger, particularly if 
there is reenactment of excess 
profits taxes. In short, however 
excellent the near term profit and 
dividend outlook may be, new fac- 
tors will shortly be introduced 
that could change the picture con- 
siderably. 





As I See It! 





(Continued from page 105) 


regeneration all along the line 
—a different attitude towards pub- 
lic service and towards politics. 
There are of course many candi- 
dates, and many public officials 
both high and low, whose integ- 
rity is beyond question. It is im- 
portant that their number shall 
increase. 
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A Haven For 


—selected common stocks nith 


Your Capital 


income and growth prospects 





Your NEED for securing higher income from 
your invested capital is more pressing today. Your 
living expenses are much higher. Your personal taxes 
have increased. Unless your invested funds bring 
you more income than in the past — you are losing 


ground. 


Armament Program Affects Your Holdings 


The indicated financing of armament expenditures 
by our Government points to a further decline in 
the purchasing power of the dollar. Capital is seek- 
ing safety, growth and income in selected common 
stocks. The defense program will sharply affect 
YOUR INDIVIDUAL COMMON STOCK 
HOLDINGS from the standpoint of both income 


payments and price fluctuations. 


The “‘priceless ingredient” in an investment program 
is the proven, sound investment judgment — founded 
on continuous, painstaking research applied to your 
personal investment aims. This is what Investment 
Management Service offers you. 


Need For Prompt Action 
Act now to set up safeguards for your principal ; 


to assure yourself a reliable and adequate income to 
meet your needs; to keep your investment funds 


working in selected common stocks with outstanding 


potentials for healthy growth. 


Some of your securities may now be entirely un- 
suited to your present income and capital growth 
needs. Your investment holdings should be reviewed 
now in the light of the prospective economic, political 


and financial conditions. 


Investment Management Service 


In matters of health, you send for your physician. 
You don’t delay. Yet so many investors, when puz- 
zled by rapid and important investment changes, 
merely follow a “do nothing” policy — which usually 
proves costly. Investors when in doubt should secure 
competent INVESTMENT MANAGEMENT 
SERVICE. 

Investment Management Service can collect the 
facts and figures for you... it can interpret and 
apply them to your securities . . . it can supervise 
your invested funds with the same painstaking care 
which you would provide if you had the broad 
facilities, equipment and specialized experience of 


our organization. 


If you are worried about your capital and income, 
if you are not satisfied with your past investment 
progress — now is the time to do something construc- 
tive. As a fisrt step, we invite you to take advantage 
of the special invitation below. 





pecial Sevitadton --- without obligation, we offer to send you a 
confidential, preliminary review of your portfolio if it exceeds $30,000 in value— 
commenting frankly on its possibilities for capital growth, its income factor and 
its diversification. Your least favorable issues will be specified, with reasons for 
selling. Merely send us your list of holdings and objectives in as complete detail as 


you can give. 








INVESTMENT MANAGEMENT SERVICE 


A Division of The Magazine of Wall Street 


90 Broad Street 


New York 4, N. Y. 























rning the automobile world 





INMOd ACISd!) 


TAKE yous CUE from what happened, on our 
Announcement Day, in motor-wise Detroit .. . 

The thousands who jammed our dealers’ show- 
rooms were not just casual “browsers.” They 
fired technical questions; lifted bonnets and 
probed into corners; scrutinized every deep-down 
detail with an educated eye. 

Then came a solid vote of approval that amazed 
even the most optimistic of us... 

On an average, throughout the entire Detroit 
area, one out of every 27 showroom visitors placed 
an immediate order. 


In above-average neighborhoods, the figure ran 
as high as one immediate order from every ten 
showroom visitors. 


ASK THE MAN WHO OWNS ONE 


That’s significant business. Trend-setting business 
—from people who know their automobiles. 
As you would expect, similar reports are now 
rolling in from every section of the country. 
That’s why we continue to urge you to see the 


new, all-new, 1951 Packard now. Drive it. And 
—get your order in early! 


It’s more than a car...it’s a 


PACKARD 


the one for “51! 


Above: 1951 Packard ‘300°’—one of nine exciting new models for 51 
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